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EDITORIAL COMMENT 


As It Seems to The Bankers Magazine 


ITH here and there banks taking 

official cognizance of the divided 

opinion relating to our attitude 
toward war, it becomes permissible for 
THE BaNnKERS MAGAZINE to express its 
own views respecting this matter. 

While it is of the highest importance 
that, should this country become in- 
volved in war, it should find the coun- 
try united, it does not necessarily follow 
that our decision as to what course 
should be taken must await the unifica- 
tion of public opinion. Those who think 
otherwise do not understand the real 
nature of our form of government. Al- 
most universally, even among those in 
the highest official circles at Washing- 
ton, including the President himself, 
our form of government is styled a 
democracy, which most certainly it is 
not. Those who devised the Constitu- 
tion, with the world’s experience to 
guide them, and recalling the fact that 
a crowning achievement of the Athenian 
democracy was the putting of Socrates 
to death, deliberately rejected the demo- 
cratic form and established a republic. 
Whatever our present day statesmen may 
think, Hamilton, Jay and Madison 
clearly understood this. 

True enough, the Constitution does 
not of itself declare the form of govern- 
ment to be republican. This would 
have been superfluous, because that was 
actually the kind of government pro- 


vided for in the Constitution. But the 
document does say this by implication, 
for it provides that to every state in 
the Union a republican form of govern- 
ment shall be guaranteed; that is the 
same form as established for the Fed- 
eral Union. 

All this is by no means a mere aca- 
demic question. It is something of pro- 
found and perhaps of vital interest to 
the country’s welfare right now. For 
there exists a feeling that the authorities 
at Washington, selected by the people 
as their representatives, can act only in 
deference to the momentary state of 
public opinion. In substance this would 
mean that in a matter vitally affecting 
the country’s welfare action can only 
be taken after what amounts to a public 
referendum. Is it not true, that the 
sober judgment of the elected repre- 
sentatives of the people may be more 
safely trusted to act wisely and deliber- 
ately than can the masses of the voters, 
swayed, as they are peculiarly apt to 
be in these times, by the passing emo- 
tions of the moment? 

Disclaiming the right to speak for 
individual bankers, arrogating to itself 
not the slightest expertness in military 
or naval affairs, nor any special claims 
to statesmanship, THE BANKERS Maca- 
ZINE does not hesitate to say that a 
sound policy in the present critical state 
of affairs would be to leave to our 
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elected representatives at Washington— 
to the President and Congress—full 
freedom as to the course of action to 
be taken, after full consultation with 
those directly charged with naval and 
military operations. 

THe Bankers MacaAZInE believes that 
we can Safely trust to our elected repre- 
sentatives. Should this belief prove un- 
founded, an opportunity for revising 
this opinion, in the light of experience, 
will come in November of 1942. 


® 


THE END OF THE FISCAL YEAR 


OF exceptional interest revealed by 

the operations of the Treasury for 
the fiscal year ended June 30, 1941, was 
the fact that both peace-time receipts 
and expenditures reached new high 
levels. Manifestly, the term “peace 


time” is not strictly accurate, for while 
the country was not actually engaged 
in war, it was preparing for national 
defense on a scale that involved extra- 
ordinary outlays, although as a matter 
of fact our peace outlays, or the ordi- 
nary expenditures, were slightly greater 


than those for military purposes 
($6,000,000,000 for rearmament and 
$6,700,000,000 for peace-time pur- 
poses). 

The deficit for the last fiscal year was 
$5,167,678,471, and it is estimated that 
for the fiscal year 1942 this may rise to 
as much as $11,000,000,000, although 
this figure must be largely conjectural. 

Since 1931 the Federal Government 
has not been able to balance its budget, 
the recurring deficits not being due to 
military outlays but to the large expen- 
ditures called for in carrying out the 
recovery program. There is division of 
opinion as to whether these huge sums 
have been wisely and effectively em- 
ployed or not, but there is no disagree- 
ment as to the fact that we are engaged 
in defense preparation calling for huge 
sums with a public debt of huge pro- 
portions, and that this is justly a cause 
for deep concern. 

Criticism of the fiscal management is 
confined chiefly to the indisposition of 
Congress to pare peace-time outlays, 


only about $600,000,000 being cut off 
for the last fiscal year, and perhaps 
much less than that for the next one. 
Large as our expenditures are, the ris- 
ing tide of business and industry gives 
warrant for the belief that the country 
will be able to meet them. 


© 


THE LION AND THE EAGLE 
PROPOSALS that they shall one day 


live in the same cage, or in other 
words that there shall be a union of the 
British Commonwealth of Nations and 
the United States, give rise to many in- 
teresting speculations should _ these 
nebulous proposals ever emerge from 
the realm of dreamland into that of 
reality—an unlikely prospect. 

For example, as of special interest to 
bankers, would be the adjustments 
necessary between the diverse banking 
systems. Not long ago, a leading British 
banker characterized our banking sys- 
tem as “rotten.” Not long afterwards 
it pretty well fell apart, which afforded 
some support to this severe condemna- 
tion of it. But in recent years the sys- 
tem has undergone much improvement, 
and perhaps our British friend would 
now soften his disapproval of it. But, 
even with this improvement, our bank- 
ing system is fundamentally different 
from that most prevalent in the British 
Empire. 

If it be supposed that Britain would 
not readily accept our somewhat dis- 
jointed banking system, can it be 
thought that our people would be will- 
ing to have the British system supplant 
ours. On that subject the independent 
bankers, the thick-and-thin opponents of 
branch banking, would have plenty to 
say. 

There is another feature of this pro- 
posed union of wider implications. It 
relates to the British and American con- 
stitutions. Treating of this matter in 
a recent issue, The Economist of Lon- 
don, while favoring in general the idea 
of the union, balks at accepting our Con- 
stitution. On this point it says: 


The fundamental principle of the Ameri- 
can Constitution is that of checks and bal- 
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| eee deposits and _ bal- 
ances are the basis upon which 
the cost accountant appraises 
income against which service 
costs are charged in analysis. 


But interbank relationships have 
a tangible value not included in 
the expert’s figures of profit and 
loss. Without this well-estab- 
lished system of mutual service 
and understanding, our whole 
American banking structure 
would lose something of its dis- 
tinctive character and much of 
its efficiency. 
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ances. It springs from a double distrust 
of government—first of all, government as 
tending to encroach on the rights of the in- 
dividual; and secondly, of the Federal Gov- 
ernment as tending to encroach on the rights 
of the states. Accordingly, a system was 
erected which puts the maximum of nega- 
tive powers in the hands of minorities. The 
American Constitution was deliberately de- 
signed (it is hardly an exaggeration to say) 
to make it difficult for anybody to do any- 
thing. 

To this it may be replied that if our 
“Founding Fathers had a double dis- 
trust of government, they may not have 
lacked reasons for this distrust. And 
that if our Constitution was, as The 
Economist says, “deliberately designed 
.. . to make it difficult for anybody to 
do anything,” the huge volume of laws 
enacted by Congress, the almost endless 
regulations of various commissions, 
give ground for the belief that the 
framers of the immortal document might 
well have made it more “difficult for 
anybody to do anything.” 

The suggestion that America and 
England should form a political union 
grows out of the emotions of the times. 

Distance between Broadway and the 
Strand is great; so is the distance be- 
tween many of the political institutions 
of the two countries, however united 
their minds and hearts may be in these 
trying times. 
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RESTRICTION OF PUBLIC BUYING 


UCH discussion is taking place re- 

specting the curtailment of public 
buying of consumers’ goods in order to 
have the saved sums available for de- 
fense purposes. To the objective of a 
policy of this kind general approval 
will be given. But there ought to be 
careful consideration of the application 
of the policy itself. 

In the first category of articles 
whose production and sale are to be 
restricted are such things as auto- 
mobiles, refrigerators, washing-machines 
and household furniture. It is easy to 
understand why articles of this kind 
are thought of first—because they in- 
volve so large a part of the machinery 
of production and represent so large 
an outlay of funds in their manufacture 


and sale. It is this much easier to 
effect curtailment in these major in- 
dustries, to effect savings wholesale, 
that to deal with numerous other types 
of production, representing great sums 
in the aggregate but requiring for their 
whole or partial suppression adminis- 
trative problems of almost appalling 
magnitude. 

Despite this difficulty of administra- 
tion, it would be well to examine with 
great care the results of shutting down 
first on the articles in the categories 
named. These products, while correctly 
styled consumers’ goods, are neverthe- 
less in the semi-durable class. They 
also represent items of proved useful- 
ness in our domestic economy. Greatly 
to curtail their production and consump- 
tion might seriously affect related indus- 
tries, even that of agriculture, for some 
of these industries, like the motor in- 
dustry for example, consume a number 
of products, some of them coming from 
the farms. 

Aside from these considerations, there 
are others that may well be taken into 
account. Why deprive people of the 
things they really need and leave un- 
touched the almost innumerable activ- 
ities that supply no real human need 
but minister solely to extravagance and 
pride? To enumerate these would re- 
quire a volume. They are the parasitic 
employments, serving no really useful 
purpose in time of peace, and constitut- 
ing an intolerable burden in a time of 
war or preparation for it. 

May it not be a wise policy, in these 
times, not to deprive the people of the 
things they need and can economically 
use, and to shut them off from consum- 
ing those things they do not need, and 
whose consumption represents a waste- 
ful and perhaps harmful expenditure? 


© 


THE greatest crime in banking is not to 
make a poor loan, but to make a loan 
on incomplete, insufficient information 
which then turns into a loss.—Roy A. 
Foulke, Manager, Specialized Report 
Department, Dun & Bradstreet, Inz., 
New York City. 
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The Banks and 


Government Borrowing 


HE sharp expansion in Govern- 

ment expenditures for defense pur- 

poses in the coming fiscal year will 
be financed only in part by the new 
Defense Savings Bond program. On 
the basis of the Budget Bureau’s esti- 
mate of 22 billions of Federal expendi- 
tures in the 1942 fiscal year, a net deficit 
of at least 914 billions will have to be 
financed through Government borrow- 
ing. Probably half of this amount will 
be raised under the Defense Savings 
Bond program and the various special 
Government issues, while the balance 
will have to be financed pretty largely 
by the banks. 

It is not advisable, however, that the 
commercial banks should look too con- 
fidently to future 
finance Treasury requirements on such 
a profitable basis to them as the recent 
2% per cent long-term issue. It is, of 
course, not at all clear what factors led 
the Treasury to decide that a 2% per 
cent coupon rate was necessary to secure 
the successful flotation of the new issue. 
It may have been that the Treasury in 
this way meant to indicate that we were 
approaching a period of adjustment in 
long-term money rates and that in the 
light of all the uncertainties of taxation 
and price inflation it was undesirable 
to peg long-term Government securities 
on a 2 per cent basis. 

It is more probable, however, that the 
Treasury had not at that time fully vis- 
ualized the financial requirements of 
this defense emergency, and had delayed 
in formulating a program for financing 
the large defense deficits that would not 
be covered out of the proceeds of the 


opportunities to. 


By A. Philip Woolfson 


Defense Savings Bond program. For 
the new 2% per cent long-term issue 
was exactly the type of financing that 
might be expected in a normal peace- 
time economy—the fixing of a coupon 
rate that would assure an overwhelming 
success for the new issue. The fact that 
it would result in giving the successful 
purchasers a _ substantial immediate 
profit on their investment was not a 
matter of paramount importance. 

In formulating its program for future 
emergency borrowing from the banks, 
the Treasury may place increasing em- 
phasis on the desirability of limiting 
the volume of new marketable issues. 
One of the striking features of the De- 
fensé Savings Bond program is that, in 
so far as the program is successful in 
absorbing the nation’s savings through 
investment in new Government debt, 
such new debt does not serve to increase 
the volume of so-called marketable 
issues. To the extent that new financ- 
ing outside of the Defense Bond pro- 
gram may be limited to non-marketable 
issues, the effect will be to remove an 
element of instability in the Government 
security market. For the inflationary 
implications of substantially increased 
monetized public debt can to a degree 
be immobilized by limiting the volume 
of marketable public issues at about the 
pre-emergency level. 

Because of the favorable excess re- 
serve position of the commercial bank- 
ing system a substantial increase in the 
outstanding public debt without an in- 
crease in the volume of marketable 
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‘‘The two major sources of 
weakness in our current defense 
financing picture are the uncer- 
tainties caused by the ineffec- 
tiveness of our price-control 
program, and the failure to re- 
sort to rigid controls of non- 
essential demands by the capital 
market and the demands of com- 
mercial bank customers. Closely 
related to the problem of effec- 
tive price control is the uncer- 
tainty created by the renewal of 
the President’s power to further 
devalue the dollar,’’ says the 
author in the accompanying 
article. 

Dr. Woolfson is a member of 
the New York Bar, and author 
of the recent book ‘‘M-Day: 
Banking and Finance,’’ which 
gives a background of what war 
has meant to banking in Eng- 
land, Germany and Italy, and 
what is planned for and is likely 
to happen to banking in this 
country if the United States 
gets into the war. 


issues is readily attainable. For the 
extent that the new Government borrow- 
ing is financed through an increase in 
commercial bank deposits, such increase 
in deposits may be made available to 
the Government at low rates, while the 
corresponding assets would be immobil- 
ized, at least for the period of the emer- 
gency. This objective could be achieved 
by the Treasury calling on the commer- 
cial banks to transfer some proportion 
of their excess deposits in exchange for 
a new issue of Treasury deposit certifi- 
cates. Such deposit certificates might 
have a five-year maturity and would 
bear an interest rate of, say, three- 
fourths of one per cent per annum, not 
too far from current money market 
levels. The Treasury deposit certifi- 
cates would not be transferable, but 
would be rediscountable at the prevail- 
ing Federal Reserve discount rate. 
The manner in which this program 
would work may be illustrated as fol- 


lows: The Treasury decides to borrow 
one billion dollars from the banks. 
From an analysis of the prevailing ex- 
cess reserve position of the member 
banks it allocates a proportionate vol- 
ume of Treasury deposit receipts to 
each member bank. Each bank in turn 
transfers an equal amount of its excess 
reserves to the Treasury. The Treas- 
ury then disburses these funds, and in 
due course the excess reserves find their 
way back into the banking system, ex- 
cept that the aggregate excess reserve 
position of the member banking system 
will be reduced by the amount of in- 
creased reserves required by the growth 
of bank deposits. The amount of the 
public debt outstanding and held by the 
banks is increased by one billion dol- 
lars, but the amount of Government 
securities available to the market is not 
increased. Provision could of course be 
made to apportion the Treasury deposit 
receipts to those non-member banks de- 
siring to participate in the offering. The 
scheme should appeal to the commercial 
banks for several reasons: (1) They 
receive a return of three-fourths of one 
per cent per annum on their excess re- 
serves invested in Treasury deposit 
receipts; (2) It would tend to reassure 
the banks against the possibility of any 


arbitrary reduction or elimination of 


excess reserves. 


Long-Term Issues ‘‘On Tap’’ 


The adoption of a program that is 
intended to limit the volume of market- 
able public debt financed through the 
creation of bank credit ,should properly 
be accompanied by a program aimed to 
absorb the investable funds of insurance 
companies, savings banks and business 


corporations. The objective of this 
program would be to limit the increase 
in marketable public issues resulting 
from the emergency to an amount which 
would represent the real new savings in 
the hands of such concerns. To meet 
their requirements the Treasury could 
have “on tap” a long-term bond, say a 
214 per cent issue with a 15 year ma- 
turity, and such concerns could invest 
in such an issue whenever they had 
funds available. Corporate surpluses 
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which are made available for invest- 
ment by the operation of the priorities 
program and the restriction of consump- 
tion and consumer outlets might well 
go into such new Government bonds. 
The effect of such transfer would, of 
course, not be to increase the volume of 
bank deposits, but merely to effect a 
transfer of existing deposits to the Gov- 
ernment. Having long-term securities 
“on tap” would avoid the constant 
problem the Treasury faces in trying to 
price new issues at levels to ensure their 
success in the light of ever-changing 
conditions. 


British Experience 


The method of short-term financing 
through the issue of Treasury deposit 
receipts, and of long-term financing 
through sale of issues “on tap” have 
been tried in Great Britain and proven 
successful under money market condi- 
tions less favorable than those prevail- 
ing here. It should be noted that in 
Great Britain the Treasury deposit re- 
ceipt has only a six months maturity 
and carries an interest rate of 144-1 
per cent per annum. The difference in 
conditions in the short-term money 
market here and in Great Britain would 
suggest, however, that our Treasury de- 
posit receipts could have a consider- 
ably longer maturity and bear a lower 
interest rate than in Great Britain. 
Moreover, in Great Britain the deposits 
represented by the Treasury deposit re- 
ceipts may be withdrawn by the banks, 
prior to maturity, for investment of the 
banks’ and their customers’ funds in 
new long-term issues. 

The success of such a program for 
emergency war borrowing as is here 
presented will be assured only under 
conditions of complete and effective 
government control over the money and 
capital markets, and over production 
and prices. The problem of govern- 
ment financing in a period of war or 
national emergency is primarily a prob- 
lem of encouraging the development of 
a surplus of wealth that can be made 
available by government borrowing and 
taxation for government purposes. A 
real surplus of wealth can be best 


assured for defense purposes when 
priority and price-control and rationing 
of credit and capital all aid in channel- 
ing an increasing volume of available 
materials and labor into production of 
essential defense materials. The two 
major sources of weakness in our cur- 
rent defense financing picture are the 
uncertainties caused by the ineffective- 
ness of our price-control program, and 
the failure to resort to rigid controls of 
non-essential demands by the capital 
market and the demands of commercial 
bank customers. Closely related to the 
problem of effective price control is the 
uncertainty created by the renewal of 
the President’s power to further devalue 


the dollar. y 
Gold Price Ceiling 


The current emphasis on piecemeal 
price freezing as a method of prevent- 
ing a general commodity price infla- 
tion would seem to justify the considera- 
tion at this time of once and for all 
establishing a real price ceiling for our 
most important commodity—gold. It is 
of course true that since the devaluation 
of the dollar in 1934 the price of gold 
has been maintained at the fixed level 
of $35 per fine ounce, and the Admin- 


‘‘The current emphasis on 
piecemeal price freezing as a 
method of preventing a general 
commodity price inflation would 
seem to justify the considera- 
tion at this time of once and for 
all establishing a real price 
ceiling for our most important 
commodity—gold. ... The power 
of the President to change the 
gold content of the dollar, when- 
ever he deems that circum- 
stances clearly demand such ac- 
tion, does create uncertainty as 
to the permanence of the present 
ceiling price for gold, and as to 
where the price ceiling will be 
fixed when a further change in 
the gold content of the dollar 
should be decided upon.’’ 
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istration has indicated by the action 
since that date that it had no desire or 
intent to further alter the gold value of 
the dollar. However, the power of the 
President to change the gold content of 
the dollar, whenever he deems that cir- 
cumstances clearly demand such action, 
does create uncertainty as to the perma- 
nence of the present ceiling price for 
gold, and as to where the price ceiling 
will be fixed when a further change in 
the gold content of the dollar should be 
decided upon. Uncertainty and fear of 
possible further manipulation of the 
dollar price of gold may or may not be 
a factor in the public’s increasing tend- 
ency to currency hoarding which must 
appear unreasonable to the monetary 
expert. However, the recent discussion 
as to the possibility of further dollar 
devaluation in the period ahead must be 
considered as creating confusion in the 
minds of so-called economic _illiter- 
ates and as a factor working against 
the maintenance of a degree of price 
stability. 

It is not intended to suggest here that 
simply by a final and definitive fixing 
of the price ceiling for gold at the cur- 
rent level, that all fear of inflation or of 
sharply rising prices will be automa- 
tically removed. Nor, is it intended to 
suggest that uncertainty as to the future 
dollar price of gold is the sole or prin- 
cipal factor responsible for the existing 
fear in the minds of many that a gen- 
eral commodity price inflation is in- 
evitable. What does seem to be the 
case, however, is that failure in the pres- 
ent emergency to definitively and finally 
fix the dollar price of gold at the pre- 
vailing level must result in an increase 
in the number of those who feel assured 
that an upward adjustment in the dollar 
price of gold is ultimately inevitable, 
and so may thus tend to bring about the 
very conditions of price inflation that 
the office of Price Administration is in 
its way endeavoring to prevent. 


World War Experience 


_ The necessity for a more rigid control 
of the capital and credit markets in the 
current emergency is no less than it was 


in the World War period. The need 


102 


for such controls has nowhere been 
better stated than in the discussion by 
the Federal Reserve Board in March, 
1918, concerning the need of curtailing 
unnecessary credits. In this discussion, 
appearing in the April, 1918, Federal 
Reserve Bulletin, the Board said: 


“Tt is clear that if the war require- 
ments of the Government are to be 
financed without undue expansion of 
banking credits, not only must there be 
some reduction of existing credits, but 
there will have to be applied a rigid 
check upon the further expansion of 
credit in directions not clearly essential 
for the prosecution of the war, and for 
the health and necessary comfort of the 
people. It is no more possible to super- 
impose upon the volume of pre-war 
credits the immense volume of addi- 
tional credits required by the Govern- 
ment for war purposes than to super- 
impose upon the volume of pre-war pro- 
duction of goods the immense volume of 
additional goods required by the Gov- 
ernment to prosecute the war. Our 
problem is to convert less essential into 
more essential credit, and to convert 
less essential to more essential produc- 
tion and distribution of goods. The 
saving of credit and money goes hand 
in hand with the saving of labor and 
materials in the program of adjusting 
the business of the nation to a war 
basis, and our best hope of avoiding 
competition between the Government 
and its citizens for credit, money, labor 
and materials which can only result in 
credit and price inflation and higher 
costs of living, is saving.” 

Substitute the words “defense econ- 
omy” for “war” in the above quotation 
and the discussion will be found equally 
applicable to the present emergency. 


© 


Many regrettable mistakes can be 
made through neglect in regard to the 
human element in industry. Even the 
question of wages is secondary to the 
insistent demand that workers be recog- 
nized as men, not regarded as machines. 
-—Lord Londonderry, K. G., in the cur- 
rent Rotarian magazine. 
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Bank of America 


NATIONAL TRYSWk2 ASSOCIATION 
CALIFORNIA’S ONLY STATEWIDE BANK 


Condensed Statement of Condition June 30, 1941 
RESOURCES 


Cash in Vault and in 
Federal Reserve Bank . . $ 192,414,441.49 
Due from Banks . . . . = - 104,256,861.83 


TOTAL CASH .... Rk ee - $ 296,671,303.32 


Securities of the United States Preanetne aad 

Federal Agencies . ° a tae a 466,119,879.95 
State, County and Municipal Bonds. ° 164,733,098.75 
Other Bonds and Securities. . . . ae 36,573,378.15 
Stock in Federal Reserve Bank . . Tih 3,720,000.00 
Loans and Discounts. . . we 844,466,563.53 
Accrued Interest and Accounts Receivable ree 6,428,021.62 
Bank Premises, Furniture, Fixtures and Safe 

Deposlt Vaulla . 6 2 c 0 & ee ee 8 8 31,873,314.42 
Other Real Estate Owned . 6,227,867.58 
Customers’ Liability on Account of Letters of Credit, 

Acceptances and Endorsed Bills . .... . 20,231,211.86 
Other Resources 2 ie te tt tt th 8 eh 694,035.45 


TOTAL RESOURCES . .. . « « «© $1,877,738,674.63 
LIABILITIES 
DEPOSITS: 


Demand. ... + + + « «+ $807,874,773.26 

Savings and Time ... . . 877.613,644.73 idee 
Liability for Letters of Credit and as Acceptor, 

Endorser or Maker on Acceptances and 

Foreign Bills . . . eee 21,281,841.70 
Reserve for Interest Received in ‘Advance Rabe 11,256.896.95 
Reserve for Interest. Taxes, Etc. . . . » + «© « 2,967,645.29 
Capital: 

Common (4,000,000 Shares) $ 50,000,000.00 

Preferred ( 540,000 Shares)* 10,800,000.00 
Surplus e o . ° . . . . 62,000,000.00 
Undivided Profits .... 22,630,115.82 
Reserve for Increase of Common 

CONE eis. ee hs, oe 1,200,000.00 
Preferred Stock Retirement Fund 472,974.23 
Unallocated Reserve .... . 6,900,000.00 
Other Reserves ...... 2.740.782.65 


TOTAL CAPITAL FUNDS ....++4s 156.743,872.70 


TOTAL LIABILITIES . . . . . . « $1,877,738,674.63 


*Issued at $50 ($20 Capital—$30 Surplus), Annual Dividend $2. Preferred 
to extent of and retirable at issue price and accrued dividends. 
This statement includes the figures of the London, England, banking office. 


MAIN OFFICES IN TWO RESERVE CITIES OF CALIFORNIA 
SAN FRANCISCO LOS ANGELES 


495 California branches united ones 
for strength and service mom coe 
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U. S. Freezing of 


European Assets 


HE Executive Order of the Presi- 

dent of June 14, 1941, freezing the 

assets of the entire European Con- 
tinent in this country, is by far one of 
the most sweeping financial measures in 
regard to our economic intercourse with 
that continent. The order is based—in 
addition to the Act of October 6, 1917, 
on the authority of which the former 
freezing orders were issued—on the re- 
cently declared existence of a period of 
unlimited national emergency. It means, 
in effect, as expressed in a Washington 
press dispatch, that the Treasury has 
taken European funds and property and 
the American holdings in Europe into 
its protective custody. 

The countries and their nationals 
whose assets had been previously im- 
pounded are Norway, Denmark, Hol- 
land, Belgium, Luxembourg, France, 
Latvia, Estonia, Lithuania, Rumania, 
Bulgaria, Hungary, Yugoslavia, and 
Greece. The countries and their nationals 
who are now added to this list are Al- 
bania, Andorra, Austria, Czechoslo- 
vakia, Danzig, Finland, Germany, Italy, 
Liechtenstein, Poland, Portugal, San 
Marino, Spain, Sweden, Switzerland, 
and Russia. As explained in an official 
statement issued simultaneously with the 
new order, the Treasury is prepared, 
upon suitable assurances and guaranties, 
to grant general licenses to Finland, 
Portugal, Spain, Sweden, Switzerland, 
Russia and their nationals, and has al- 
ready done so in some instances. While 
financial transactions of such countries 
and their nationals would still be open 
to strict control and surveillance, this 
would otherwise, in practical effect, 


By Frederick W. Eisner 


Member of the New York Bar, 
New York City 


mean the repeal of the freezing regula- 
tions in regard to such countries and 
their nationals. 


Specific Authorizations Required 


The kind of transactions which are 
permitted only with specific authoriza- 
tion of the Treasury are basically still 
the same as previously enumerated, to 
wit: 

(A) Transfers of credit between bank- 
ing institutions within the United States, 
and also between a banking institution 
within the United States and one out- 
side of the United States (including any 
principal, agent, home office, branch, or 
correspondent outside the United States 
of a banking institution within the 
United States) ; 

(B) Payments to or by a banking in- 
stitution within the United States; 

(C) All transactions in foreign ex- 
change by any person within the United 
States; 

(D) The export or withdrawal from 
the United States, or the earmarking of 
gold or silver coin or bullion or cur- 
rency by any person within the United 
States; 

(E) All transfers, withdrawals, or ex- 
portations of, or dealing in, any evi- 
dences of indebtedness or evidences of 
ownership of property by any person 
within the United States; 

(F) Any transaction for the purpose 
or which has the effect of evading or 
avoiding the foregoing prohibitions. 
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General Licenses 


From these prohibitions, several gen- 
eral licenses have been previously 
granted which remain in force. The 
more important of them authorized cer- 
tain payments to frozen accounts, debit- 
ing affected accounts for certain charges 
due banking institutions, monthly pay- 
ments of not more than $500 for living 
expenses to foreign nationals in the 
United States, remittances by certain 
United States residents to their relatives 
or dependents abroad, and others. A 
new general license has been granted 
to all individual subjects or citizens of 
the designated countries who have been 
domiciled and solely residing in the 
United States since June 17, 1940, or, 
in case of nationals of Holland, Bel- 
gium, and Luxembourg, since May 10, 
1940, and of Norway and Denmark 
since April 8, 1940. All such persons 
have been exempted from the obligation 
to report their property interests. Part- 
nerships and corporations engaged in 
commercial activities within the United 
States whose accounts have been newly 
blocked have received a temporary gen- 
eral license to pay the current salaries 


of their employes on the previous basis. 


Under the previous regulations all 
transactions enumerated under (A) to 
(F) were, except on license, prohibited 
only if involving property in which one 
of the invaded countries or their na- 
tionals had at any time after the inva- 
sion any direct or indirect interest. The 
new order broadens the base by decree- 
ing that such “transactions” shall in- 
clude payments or transfers to the desig- 
nated countries or to a national thereof, 
exports or withdrawals from the United 
States to such countries, and transfers 
of credit, or payment of an obligation 
expressed in terms of the currency of 
such countries. In addition, the pro- 
hibition has been extended to all trans- 
actions by, or on behalf of, or pursuant 
to, the direction of any of the enumer- 
ated countries or their nationals. 

As already similarly regulated in the 
former orders, any transaction, whether 
or not involving Continental European 
property, is prohibited, except on li- 
cense, if it pertains to securities on 


which there is, or has been at any time, 
a stamp or seal affixed or attached in 
one of the designated countries. Like- 
wise prohibited is, except on license, the 
acquisition of securities by a person 
within the United States if the attend- 
ant circumstances indicate that the se- 
curities are not physically situated 
within the United States. 


**Nationals’’ Defined 


“Nationals” of the designated coun- 
tries are persons who, on the effective 
date, actually have, or where there is 
reasonable cause to believe have, been 
either domiciled in one of the designated 
countries, or have been subjects, citi- 
zens, or residents thereof at such time. 
The effective date is for the invaded 
countries and their nationals the time 
of invasion, for the others June 14, 
1941. If a person is a national of more 
than one foreign country, he shall be 
deemed a national of each country. 
Placed on a par with foreign nationals, 
even though they may be American citi- 
zens are all persons to the extent that 
they act, or purport to act, directly 01 
indirectly for the benefit or on behalf 


of a national of the designated countries. 
Partnerships, associations, corpora- 
tions, and other organizations are con- 


sidered nationals 


of the designated 


‘‘The Executive Order of the 
President of June 14, 1941, 
freezing the assets of the entire 
European Continent in this 
country, is by far one of the 
most sweeping financial meas- 
ures in regard to our economic 
intercourse with that continent. 
It means, in effect, as expressed 
in a Washington press dispatch, 
that the Treasury has taken 
European funds and property 
and the American holdings in 
Europe into its protective cus- 
tody,’’ says Mr. Eisner, a fre- 
quent contributor to THE 
BANKERS MAGAZINE, in the 
accompanying interpretation. of 
the recent freezing order. 
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countries if they were organized under 
the laws of such countries, or if their 
principal place of business was on or 
since the effective date in such coun- 
tries. The same is true if on or since 
such date the partnership or corpora- 
tion, or a substantial part of its shares, 
bonds, or obligations, has been owned 
or controlled, directly or indirectly, by 
a designated foreign country or one or 
more of its nationals. If the combined 
interests of two or more different for- 
eign countries or nationals are sufficient 
in the aggregate to constitute control of 
25 per cent, the organization is deemed 
to be a national of each foreign country. 


Powers of the Treasury 


The Secretary of the Treasury has 
been given full power to determine who 
is to be considered a national of a for- 
eign country within these definitions. He 
may also determine that a person has 
acted or purported to act, since the ef- 
fective date, directly or indirectly, for 
the benefit or under the direction of a 
designated foreign country or a national 
thereof, and thereupon, such person is 
likewise to be considered a national of 
the designated country. 

Aside from the above discussed new 
provisions, the previous freezing regu- 
lations continue in full force and effect. 
No amendments or modifications affect 
acts done, or any suit or proceeding 
commenced heretofore. The Treasury, 
and in addition the Attorney General, 
have received full powers to investigate, 
through any agency, any transactions or 
acts relative to any property in which 
any foreign country or a_ national 
thereof has any interest of any nature. 
They may request the production of any 
books of account, contracts, letters, or 
other papers, either before or after such 
transaction is completed. Every person 
‘engaging in any such transaction shall 
keep a full record of it, regardless of 
‘whether the transaction is effected pur- 
suant to a license or otherwise and the 
record is to be held available for ex- 
amination for at least one year. The 
Secretary of the Treasury and the At- 
torney General may at any time request 
reports under oath concerning such 
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transactions and property. The penalty 
for willful violation of any of these 
provisions is a fine up to $10,000, or 
ten years imprisonment, or both. 

Every person in the United States di- 
rectly or indirectly holding, or having 
title to, or custody, control or possession 
of property interests of any foreign 
country or national, whether or not com- 
ing under the freezing regulations, has 
to file a report with the Treasury. The 
same duty has been imposed on agents 
or representatives in the United States 
for any foreign country or any national 
thereof having any information with re- 
spect to such property. Any American 
corporation or partnership has to report 
any foreign country or national who 
holds any kind of interest in its shares 
or bonds. The penalty for not filing 
duly executed reports is the same as de- 
scribed above. 

The new regulations add considerably 
to the impact of the previous orders. It 
is to be hoped that the administration 
of the new executive order will be con- 
ducted in the same spirit of liberal con- 
sideration of bona fide interests as had 
become the practice under the previous 


regulations. 
© 


BANKERS AS COORDINATORS 


In a democracy there is always some 
difference of opinion on any public 


matter. In times of peace and usual 
domestic tranquility these are relatively 
unimportant, but in times of emergency 
they become a danger which may be as 
destructive to national welfare as planes 
and tanks: First, we should know the 
sentiment and desires of our community; 
second, we should seek to adjust any 
vital differences of opinion; and third, 
when a program is determined we 
should seek to enlist as nearly entire 
support as possible. Bankers are in a 
position of leadership that makes them 
the logical coérdinators of the public 
welfare. They can do a great deal, if 
they will, to iron out a lot of difficul- 
ties which if left alone may spell the 
difference between success and a me- 
diocre result or a failure——West Vir- 
ginia Bankers Association Bulletin. 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 
Statement of Condition, June 30, 1941 


RESOURCES 
CaAsH AND DUE FROM BANKS .. . oe Se be seo pe eae 
U. §S. GovERNMENT OBLIGATIONS, DIRECT AND FULLY 

GUARANTEED ra ow gto Mela et eR pe eee 

. STATE AND MUNICIPAL ‘Sucunrims oe ee eee ee er eee 
Stock oF FEDERAL RESERVE BANK .......+464-. 6,016,200.00 
OrHeR SECURITIES ... <a © «MGS IGS 7S033 
Loans, DISCOUNTS AND Buvuues’ Accobbeties ode a Opes 
A CRONE Sei ee ae ge eo SES 38,408,355.36 
Cem IE TE eS INE 2 ee 7,066,325.35 
MorTGAGES sae oe hail. et es See een 10,495,534.00 
CUSTOMERS’ Anciionaees Leanetave Se ae es, hg ee eae 9,597,216.00 
PU NRG as aie. hate tel ese tea ae ort 9,978,354.27 


$3 ,889,160,536.66 


LIABILITIES 
CapPiTaL Funps: 
CapiTraAL STocK .... . ~~ « +$100,270,000.00 
SORPEUO Fc ee ee ig oie, 8, OORT eee 
UNDIVIDED PROFITS . . ... . ~~ 37,183,100.35 


$ 237,723,100.35 
DIvIpEND PayABLE AuGusT 1, 1941. .......2.-. 5,180,000.00 
RESERVE FOR CONTINGENCIES . . .... ++ se 10,650,665.72 
RESERVE FOR TAXES, INTEREST, ETC.. . . 2. « «© © « + 1,595,815.64 
DEPOSITS .. PORE erence mae 
ACCEPTANCES Ouretanners Fedele 3 oor 11,454,611.11 
LIABILITY AS ENDORSER ON Accerrances AND Foxman BrLLs 275,949.59 
Gruen LACRTTN hb 8 aie AS a ee 6,852,865.84 


$3 ,889,160,536.66 


United States Government and other securities carried at $162,927,930.00 are pledged to 
secure public and trust deposits and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 
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Banking’s Part in 


Inflation Control 


FEW weeks ago the president of a 
national bank located in a middle 
western town had occasion to visit 

Washington and spent an hour in my 
office discussing the state of the nation, 
and particularly the present outlook for 
the nation’s banks. It was inevitable 
that there should be some discussion of 
the much abused subject of inflation. 
Mr. Cooper (as I shall call him, and 
that, of course, is not his name) ap- 
parently had mulled that subject over 
in his mind pretty thoroughly. I think 
that you will be interested in his views 
because they represent a somewhat char- 
acteristic attitude of some of our friends. 

“I’m not worried about inflation,” 
Mr. Cooper said. “On the contrary, I 
think that our bank, and I suppose most 
others, stand to gain from a reasonable 
degree of inflation. Of course, I’m not 
talking about a runaway printing press 
inflation such as Germany had in 1923. 

“Let’s look at our bank for a con- 
crete instance. We have deposits of 
about $2,000,000, and our capital and 
surplus is about a quarter of a million. 
Speaking roughly, our resources are 
$600,000 of cash, $800,000 of loans, 
and $800,000 of Government and indus- 
trial bonds. We own our building and 
also a couple of dozen pieces of d.p.c. 
real estate. 

“Suppose inflation were to come,” he 
went on, “I haven’t any idea about the 
theoretical economics of it, but I think 
I can see how it would affect our bank. 
Inflation helps debtors by making money 
more plentiful and easy to come by, 
so they have less trouble in paying their 
debts; it injures creditors because the 
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By Preston Delano 


Comptroller of the Currency, Washington, 
D. C. 


money they get back isn’t worth so much 
—won’t buy so much—as when it was 
loaned. Well, banks are in a peculiarly 
protected position in this respect be- 
cause a bank is equally a debtor and a 
creditor; its liability to its depositors 
is a certain amount of money, but its 
assets are also money, either the cash 
itself or the money obligations of bor- 
rowers, the Government, and corpora- 
tions. So, regardless of any reasonable 
inflation fluctuations, a bank is safe, be- 
cause its gains or losses as a debtor to 
its depositors are always offset by the 
side of its balance sheet on which it 
figures as a creditor.” 


Gain from Inflation? 


Our visitor warmed a bit to his sub- 
ject and continued, “As a matter of 
fact, I think we actually stand to gain 
from a boom in prices and profits, even 
if the general apparent prosperity is 
fictitious as the professors claim. Over 
the course of the past fifteen years. our 
bank, like most others, has managed to 
accumulate some assets which are not 
first class. We have certain bonds that 
are in default and selling for half what 
we paid for them; we have a number 
of slow or even doubtful loans, some 
collateraled by stocks and bonds and 
others being the regular line of a local 
manufacturer or merchant who just 
doesn’t quite break even every year. 
And we have a group of residential and 
Main Street properties taken, in fore- 
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closure, and one real lemon—a nice 
empty furnituire factory, which fell on 
us late in the depression. Of course,” he 
injected somewhat hurriedly, “all this 
weak stuff is adequately charged down 
or entirely charged off, but the bank 
still holds them, hoping for the best. 

“Well, if inflation comes and prices, 
wages and profits go up and the public 
and businessmen have more money in 
their pockets, we would be in clover on 
a lot of these items, as I see it. The 
corporations with the defaulted bonds 
would get out of the red and clear up 
arrears; the bonds would climb back to 
par and we would get rid of ours fast. 
That applies also to several of our 
weak local borrowers, who would get 
back on their feet, just as many mar- 
ginal producers did in the last war. As 
the market price of stocks goes up, our 
underwater collateral loans will be in 
the clear again. And our ‘other real 
estate’ could be disposed of at least for 
a reasonable amount and perhaps at a 
profit; I recall how Main Street blos- 
somed in 1919 and how many people 
bought homes. As a matter of fact, I 
wouldn’t be astounded if somebody 
nibbled at our furniture factory, be- 
cause people have to do something with 
their extra money after spending a little 
more for better food and buying a few 
dresses and silk shirts, and you remem- 
ber how furniture prices sky-rocketed 
during the World War inflation. 

“In addition—and this is important,” 
he said, “there ought to be plenty of 
opportunities for putting to work some 
of our idle cash and possibly even some 
of the increased deposits that will flow 
in. Business expansion goes with infla- 
tion, and aggressive businessmen will 
borrow to expand their plants and get 
a larger share of profits, and also to 
build up inventories before prices go 
still higher. Interest on such loans will 
be almost pure profit because our over- 
head won’t increase much even if we 
doubled our business. So, a reasonable 
dose of inflation doesn’t worry me. Any 
damage to our stockholders because of 
the depreciated purchasing power of 
dividends will be offset by the increased 
value of our sub-standard assets.” 


Fallacies 


Now, the interesting thing is that a 
great deal of what our fictitious Mr. 
Cooper has said is true. The major 
fallacy, of course, lies in the assumption 
that if nothing is done about it these 
inflationary forces which are now at work 
will run a reasonable or minor course, 
arresting themselves at some theoretical 
half-way station before actually begin- 
ning to undermine our free economy. 
Like the jinni in the fable, inflation is 
a force which, once loosed, is not easily 
persuaded or squeezed back into its 
bottle. The second fallacy emerges 
from the realization that it is quite im- 
possible to experience even a reason- 
able dose of the inflationary spiral 
which Mr. Cooper is welcoming with- 
out ultimately running into the com- 
pensatory deflation with which we are 
altogether too familiar. Mr. Cooper 
overlooked something which a banker 
who lived through the post-war period 
should well remember—that the pros- 
perity of American bankers rises and 
falls with the prosperity of the country. 
All of us, regardless of what business 
we may be in, are integral parts of so- 
ciety, the inter-dependency of which can- 
not be disputed. Anything which ma- 
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**It seems to me there are sev- 
eral important things that we as 
bankers can do in the field of 
our competence. We have seen 
that inflation comes when people 
have more money and want to 
spend it, and the supply of the 
things they want hasn’t in- 
creased, or at least hasn’t in- 
creased as fast as their supply 
of dollars. Obviously, the prob- 
lem is to hold down the volume 
of purchasing power clamoring 
for consumers’ goods, so that it 
will keep step, by and large, with 
the available supply of such 
goods,’’ points out Mr. Delano 
in the accompanying portion of 
his recent address before. the 
District of Columbia Bankers 
Association convention. 


terially affects one part will inevitably 
and ultimately affect the whole, even 
though for some the day of reckoning 
may be delayed. 

Let us take a minute to look at the 
problem. Inflation is perhaps well de- 
fined as “an increase in the general 
level of prices growing out of an in- 
crease in expenditures while goods 
available for purchase are not corre- 
spondingly increased in amount.”! I 
think it will be clearer if we take an 
example. 


Example of Inflation 


Let us suppose a particular country 
has a maximum potential annual pro- 


ductive capacity (that is, the utmost” 


that can be turned out, working full 
blast) of 30 billion units, call them 
francs, dollars or pounds. After vari- 
ous bottlenecks have been widened—a 
difficult task—this productive capacity, 
consisting of men and machinery, is 
finally being fully employed, and the 
nation’s annual expenditure for goods 
absorbs the entire annual production. 





‘Rogers and Chandler, Inflation and De- 
flation, in 8 Encyc. Social Sciences (1932), 
pages 29-30. 
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But now the country has embarked upon 
a war or a national defense program, 
costing 10 billion annually, and the 
money for this purpose is obtained 
through loans made conveniently easy 
by the large excess reserves of the bank- 
ing system. The production of the re- 
quired munitions, planes and tanks 
necessarily takes that amount of con- 
sumers' goods out of the market in 
which the public buys. The result is 
that the public is left with 30 billions 
of purchasing power with which to buy 
the 20 billions of goods available. The 
law of supply and demand comes into 
operation, and the general level of 
prices rises. 

If this tendency were completely un- 
controlled, it would proceed in snow- 
ball fashion. Prices having increased 
50 per cent, with wages, etc., lagging 
only slightly behind, the next year the 
public would have 45 billions to buy 
goods worth 20 billions at pre-war 
price levels; in a word, we would al- 
ready have a better than 100 per cent 
inflation. 

The preceding example, of course, is 
greatly over-simplified. It disregards 
entirely, for instance, the situation 
created when labor’s successful demands 
for increased wages anticipate and pre- 
cede any general rise in the price level. 
Nevertheless, it shows in a crude way 
what can occur when a nation either 
willingly or unwillingly devotes a sub- 
stantial part of its production effort to 
armaments, without exercising appro- 
priate control (either voluntary or man- 
datory) over consumption and prices. 


World War I Experience 


This is not mere theory. It was 
demonstrated throughout the world dur- 
ing and after the first World War. In 
the United States, for example, the total 
realized national income increased from 
$33 billion in 1915 to $68 billion in 
1920. The average earnings of all 
American workers approximated $600 
in 1915 and exceeded $1,300 in 1920.? 
Per capita income in dollars rose from 





*Paul H. Douglas, Real Wages in the 
United States 1890-1926 (1930), pages 391- 
393. 
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$320 to $640, but the amount of food, 
clothing, housing, etc., which that $640 
would buy in 1920 was no ‘more— 
actually perhaps slightly less—than the 
amount which $320 bought in 1915.° 
In other words, the cost of living more 
than doubled during the five-year 
period, so that the real income of the 
average American did not advance.* 
As we all know, the result of such a 
violent economic dislocation is an 
arbitrary and quite unjust redistribu- 
tion of wealth and of income. The 
widow or thrifty retired worker sup- 
ported by the return from endowment- 
type insurance policies or annuities, 
from pensions, or interest from Gov- 
ernment or corporation bonds, is in- 
jured through no fault of his or her 
own. During and after the last war 
such persons in the United States had 
taken from them at least one-third of 
their real income, in England about one- 
half, seven-eighths in France, eleven- 
twelfths in Italy, and virtually the 
whole in Germany, and in the successor 
states of Austria-Hungary and Russia.°® 
On the other hand, a corporation or 
individual with a large indebtedness in- 
curred before inflation obtains an un- 
expected and undeserved windfall. 


Deflation No Restorative 


Nor should it be imagined that the 
whole matter is straightened out by the 
deflation which always follows an in- 
flationary period. 


If the new money [that is, the increased 
currency and bank credit] is withdrawn 
from the channels of trade after the price 
and income structure has been. wholly or 
partially adjusted to it, the price level can 
be pushed down again, but the result is 
not to redress the injustices, but to start 
another series of inequitable transfers of 
wealth, and to increase greatly the burden 
of public and private debt. In . addition, 
the contraction of money tends strongly to 
discourage productive activity.® 


?R. F. Martin, National Income in the 
United States 1799-1938 (National Indus- 
trial Conference Board, 1939), pages 6-7. 

‘ Statistical Abstract of the United States 
1930, page 327. 

5J. M. Keynes, Essays in Persuasion, 
(1932), page 90. 

*Charles O. Hardy, Wartime Control of 
Prices (1940), pages 37-38. 


Redistribution of the nation’s wealth 
and income may possibly be desirable, 
but no one contends that it should be 
accomplished through such hit-and-miss, 
haphazard lotteries. An important con- 
comitant of such effects of inflation is a 
justified dissatisfaction with the econ- 
omic status quo. This dissatisfaction 
not only discourages the saving process 
essential to successful capitalism, but in 
extreme cases may even engender strains 
and maladjustments leading to social 
upheaval. 

It was this deflationary tendency fol- 
lowing inflation, which more than any- 


‘‘In the matter of direct ac- 
tion, there is the limitation on 
credit to be extended either for 
the production or purchase of 
consumptive goods, with particu- 
lar reference to instalment con- 
tracts. A strong control over 
loans for speculative purposes is, 
of course, obvious, but it is in 
the realm of the fiscal education 
of the public that the banks of 
the country can really make 
their contribution toward the 
preservation of a decent world 
in which to live. The public 
must understand the importance 
of voluntarily withholding a 
substantial segment of its money 
income from ordinary purchases, 
diverting all it can possibly 
spare to savings, or better to- 
ward the purchase of bonds 
which the Government is offer- 
ing to finance its defense pro- 
gram. The people must under- 
stand the somewhat complex 
mechanism of inflation and its 
control—and that neither volun- 
tary savings and self-restraint 
nor even the payment of higher 
taxes actually deprives them of 
any real benefits, but merely as- 
sists in checking a potential 
movement which could not fail 
to deeply injure the entire na- 
tion. This is the task of each 
and every banker.’’ 
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thing else accounted for the unpre- 
cedented number of fatalities among 
American banks in the years 1920 to 
1933. Speaking directly on this sub- 
ject in August, 1931, J. M. Keynes fore- 
saw the possibility of critical breakages 
among banks of the United States, warn- 
ing that “a decline in money values so 
severe as that which we are now expe- 
riencing threatens the solidity of the 
whole financial structure.”* There is 
little reason to suppose that an inflation 
at this time would differ from all the 
previous inflations of our history, and 
fail to be followed by a crippling de- 
flationary period. 


Inflation Control Essential 


So, I think it is becoming increas- 
ingly obvious that something must be 
done about this jinni which already 
threatens to get one arm and his head 
outside the bottle. No government to- 
day dares take the risk that inflation 
will not get out of hand. It must move 
to control the tremendously destructive 
forces which are inherent'in all such 
movements just as soon as they appear 
and to bring these forces under restraint 
before they become actively dangerous. 
A government which temporizes with 
this menace is culpable indeed. Some- 
how, either by free concerted effort or 
by legal compulsion, the restraints must 
be imposed. 

It is right here—the extent to which 
government is compelled to impose re- 
straints — price ceilings, priorities, 
rationings, and all the regimentation 
that such things imply, that the danger 
to a free economy lies and the real 
threat to Mr. Cooper’s bank becomes 
apparent. What we should all be in- 
terested in is what can be done to make 
these governmental restraints as few and 
as light as possible. In a great crisis, 
how much can the people do in the way 
of self-discipline—how much will we 
do voluntarily to control ourselves— 
thus relieving the government from the 
necessity of controls and at the same 
time preserving our traditional freedom 





7J. M. Keynes, Essays in Persuasion, 
(1932), page 176. 





and liberties Man’s progress is meas- 
ured by the restraints he imposes upon 
himself and by far the most important 
and significant of these restraints are 
not those written into statutes, but those 
which flow naturally from inner con- 
viction and the development of char- 
acter. Certainly this is the democratic 
and the better way. 


What Bankers Can Do 


And if we want to do this thing in 
the voluntary and democratic way, what 
are the steps to be taken? It seems to 
me there are several important things 
that we as bankers can do in the field 
of our competence. We have seen that 
inflation comes when people have more 
money and want to spend it, and the 
supply of the things they want hasn’t 
increased, or at least hasn’t increased as 
fast as their supply of dollars. Obvi- 
ously, the problem is to hold down the 
volume of purchasing power clamoring 
for consumers’ goods, so that it will 
keep step, by and large, with the avail- 
able supply of such goods. 

There are in the United States today 
some 15,000 banks. They are the nerve 
centers of our economy. The officers 
and employes of these banks are inval- 
uable allies of the Government services 
which are attempting to mold the opin- 
ion of our citizens in accordance with 
the great changes imposed by the na- 
tional emergency. In the matter of 
direct action, there is the limitation on 
credit to be extended either for the pro- 
duction or purchase of consumptive 
goods, with particular reference to in- 
stalment contracts. As a matter of in- 
terest, consumer credit is at an all-time 
high. A strong control over loans for 
speculative purposes is, of course, 
obvious, but it is in the realm of the 
fiscal education of the public that the 
banks of the country can really make 
their contribution toward the preserva- 
tion of a decent world in which to live. 
The public must understand the im- 
portance of voluntarily withholding a 
substantial segment of its money income 
from ordinary purchases, diverting all 
it can possibly spare to savings, or 
better toward the purchase of bonds 
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which the Government is offering to 
finance its defense program. The people 
must understand the somewhat complex 
mechanism of inflation and its control 
—and that neither voluntary saving and 
self-restraint nor even the payment of 
higher taxes actually deprives them of 
any real benefits, but merely assists in 
checking a potential movement which 
could not fail to deeply injure the entire 
nation. This is the task of each and 
every banker. 

Clear and correct thinking on these 
fundamental economic problems is as 
essential in a democracy as is rapid pro- 
duction of the materials of warfare. It 
has been wisely said that “the ideas of 
economists and political philosophers, 
both when they are right and when they 
are wrong, are more powerful than is 
commonly understood. Indeed, the 
world is ruled by little else. Practical 
men, who believe themselves to be quite 
exempt from any intellectual influences, 
are usually the slaves of some defunct 
economist. Madmen in authority, who 


hear voices in the air, are distilling their 
frenzy from some academic scribbler of 
a few years back . . 


. soon or late, it is 
ideas, not vested interests, which are 
dangerous for good or evil.” 

It is in the field of ideas that the 
Government now looks to you as 
natural and trustworthy leaders. “Give 
light and the people will find their 
way.” 

© 


WE must realize that heavier taxation is 
a necessary counterpart to this defense 
effort. Without it, together with the sale 
of securities to the public rather than 
to financial institutions, we would face 
grave dangers of inflation. Let us have 
this in mind when we feel the impact 
of what is being done. Let us also lend 
our aid in explaining these matters to 
the public and in creating sentiment 
favorable to a reduction of non-defense 
expenditures, state and local, which is 
so necessary to our national well-being 
under present circumstances.—J. D- St. 
John, President, Ohio Bankers Associa- 
tion, and Vice-President, Toledo Trust 
Company, Toledo, Ohio. 


The 
Federal Reserve Bank 
of Boston 


By 
JosePpH H. TAGGART 


ERE for the first time in book 
form is a complete treatise on 
the history, economic background, 
organization and operation of the 
Federal Reserve Bank of Boston. 
It is one of a series of investiga- 
tions into various phases of bank- 
ing history undertaken by the 
faculty and graduates of Columbia 
University. 


The author, who is on the fac- 
ulty of the University of Kansas, 
is a native of Massachusetts. Be- 
sides a careful study of all of the 
available data, he has supplemented 
his research with personal inter- 
views with officials of the Federal 
Reserve Bank and Boston bankers. 


The book contains 75 tables and 
15 charts. The price is $5 deliv- 
ered. Examine a copy on 5 days’ 
approval. 


Price $5 delivered. 


BANKBRS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass. 
Please send me on approval a copy of 
“The Federal Reserve Bank of Boston” 
by Joseph H. Taggart. At the end of 
5 days I will either remit $5 or return 
the book. 
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They’re giving 
PLENTY. .. 


Won’t you give 


a LITTLE! 


Your gift will help the U. S. O. run 
attractive, home-like service clubs for 
our men engaged in national defense. 
Enlist in the army behind the army. 


Give to the 
UNITED SERVICE ORGANIZATIONS 


Send your contributions to your local com- 
mittee or to U.S.O. National Headquarters— 
1630 Empire State Bldg., New York, N. Y. 
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Maintaining Profitable 


Safe Deposit Rates 


HEN safe deposit people gather and 
there is a discussion of the condi- 
tions in the industry, invariably 
emphasis is laid upon the number of 
rented boxes or the percentage of rented 
space to the total installation of the 
vaults they represent. You seldom hear 
them speak of the profit outlook of their 
operations which is far more important. 
It is not inconceivable that a vault might 
be 100 per cent rented and still be op- 
erating at a loss, due to low rental rates. 
It would seem, therefore, that our ap- 
proach should be changed and greater 
emphasis laid on the profit viewpoint 
of our business, rather than upon the 
number of boxes we have rented. 
Against this theory the argument is 
advanced that the safe deposit vault, in 
most cases, is operated more or less as 
a service department maintained by 
commercial banks, trust companies and 
savings banks for the convenience of 
their depositors. While this is true, 
many vaults are operated by independ- 
ent companies who must necessarily de- 
rive enough income from their rentals 
to continue their corporate existence. In 
the case of a vault being operated by 
a bank, or a wholly owned subsidiary 
safe deposit company of a bank, the 
parent corporation is naturally called 
upon to absorb any deficits. For the 
past few years these parent corporations 
have been scrutinizing their own opera- 
tions very carefully with the hope that 
possibly, through the medium of serv- 
ice charges, their revenue may be in- 
creased in order to meet their rising 
Costs, 


By James G. Manchester, Jr. 


Manager, Safe Deposit Department, Central 
Savings Bank in the City of New York 


At a meeting of the New York State 
Safe Deposit Association, we were told 
by no lesser authority than John J. 
Driscoll of Driscoll-Millet & Co., ac- 
countants, that in an anlysis their firm 
made of eighty-one vaults, regarding the 
cost of operations, it was ascertained 
they aggregated $380,389. The income 
collected by these same vaults, during 
the period under review, totalled but 
$294,940, thereby indicating they were 
operated at a loss of $85,449, which is 
a considerable sum. The figures also 
indicate that fifty-eight of the eighty-one 


JAMES G. MANCHESTER, JR. 
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‘“‘The subject of service 
partment. This argument does 
not appeal to some of us, who 
would accrue to the vault de- 
feel that any service charges to 
charges in connection with the 
operation of a safe deposit vault 
has been advanced as a medium 
through which more income 
be made should be applied only 
to those extra services which we 
are called upon at times to per- 
form, such as delivering wills to 
Surrogate’s Courts or preparing 
special inventories in the case of 
guardianships, and not against 
the regular services we render. 
It would be better if the rates 
charged in the first instance were 
established on a basis guaran- 
teeing that the cost of operations 
could be met without resorting 
to any service charges which are 
apt to become petty annoy- 
ances,’’ says Mr. Manchester in 
the accompanying portion of a 
recent address at the National 
Safe Deposit Association con- 
vention, released through the 
National Safe Deposit Advisory 
Council. 





vaults operated at a loss of $105,310, 
and twenty-three of them operated at a 
profit of only $19,861. Therefore, these 
fifty-eight institutions whose vaults had 
sustained the loss of $105,310 were 
called upon to absorb this deficit. 
When the vault department is operat- 
ing at a loss in the case of a mutual 
savings bank, the profits of which after 
the deduction of operating expenses be- 
come the property of their depositors, 
there is no question but what a preferred 
group of depositors has been created 
among those who have availed them- 
selves of that department’s services. 
Therefore, it seems unfair that these 
departments and subsidiary companies 
should continue doing business on a 
basis where their parent organizations 
are called upon to meet the deficits in- 
curred when the bank itself is forced to 
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resort to service charges as a means of 
revenue. 

The subject of service charges in con- 
nection with the operation of a safe 
deposit vault has been advanced as a 
medium through which more income 
would accrue to the vault department. 
This argument does not appeal to some 
of us, who feel that any service charges 
to be made should be applied only to 
those extra services which we are called 
upon at times to perform, such as de- 
livering wills to Surrogate’s Courts or 
preparing special inventories in the 
cases of guardianships, and not against 
the regular services we render. It would 
be better if the rates charged in the 
first instance were established on a basis 
guaranteeing that the cost of operations 
could be met without resorting to any 
service charges which are apt to become 
petty annoyances. 

It is incumbent upon those of us op- 
erating safe deposit vaults to ascertain 
our actual cost of operations including 
a reasonable amount for depreciation 
of the equipment, and possibly a charge 
for rent covering the space we occupy. 
On this basis we would be in a better 
position to establish equitable rates of 
rental for our safe deposit boxes. Every 
one of us has undoubtedly analyzed our 
situation along these lines and has 
reached the conclusion that the only 
antidote for our situation is to increase 
our revenue. 


Rate Increase Example 


I believe that I am safe in stating 
that we all noticed a decided shrinkage 
in our business during the winter of 
1937. The demand for our services de- 
creased at a rapid rate, and a great 
many of our boxes were surrendered. 
In October of that year our institution 
had advanced its rates by re-pricing its 
three smallest size boxes. When this 
change of rates became effective we had 
approximately eight thousand five hun- 
dred rented boxes of which 87 per cent 
were in the three lowest price groups, 
namely, $3, $6, and $9. After due con- 
sideration these boxes were advanced to 
$4.50, $7.50 and $10, respectively. 

We estimated that we would lose a 





reasonable number of boxes, but felt 
that this would be offset by the increased 
revenue received from the new rates. 
In the event that there was a drastic 
decline in the business generally, caus- 
ing a larg number of boxes to be sur- 
rendered, this larger margin of profit 
which would be created for the bank 
would act as a security in times of 
stress. Like other institutions, due to 
general econditions, we naturally have 
less boxes rented today then we had be- 
fore the rate schedules in our vault were 
adjusted. After three and a half years 
of constant observation, regardless of 
the loss of rented boxes we have sus- 
tained, we find that our income is 
greater today than it was prior to Octo- 
ber 1, 1937, substantiating the foresight 
used by our officers and board of trus- 
tees. 


It is rather interesting to note that 
since our rates were changed our loss 
of boxes, due to this revision, has 
amounted to approximately 51% per cent 
of the total boxes rented before the in- 
crease. Net losses, exclusive of those 
surrendered because of the increase, for 
the period from October 1, 1937, to 
December 31, 1940, by comparison with 
the figures of other vaults, which I have 
had the privilege of viewing, is about 
comparable. The same is true when 
compared to the losses of the industry 
as a whole, based upon the Internal 
Revenue Department’s figures of taxes 
collected on safe deposit rentals. 


The question is often asked, how do 
you know what proportion of your 
losses can be attributed to your change 
in rates? When a box is surrendered 
it is our practice to ask for a reason 
in order that it might be noted on our 
records for statistical purposes. We 
have been able to classify these reasons 
for surrender into a small group, and 
find by comparison over a number of 
years that the answers given us are sub- 
stantially the truth. By referring to 
this record for the period prior to the 
increase of our rates, we know that those 
causes, which can be considered natural 
causes, have remained practically con- 
stant, 


There are many ways in which rates 


can be increased, but that is a problem 
which each individual vault can best 
solve for itself. One method which has 
worked admirably in some of the New 
England states has been the use of the 
short box, and through its adaptation 
the income of those vaults employing it 
has been gradually increased. While 
this method is probably not as drastic 
as the one we employed, the results ob- 
tained were beneficial. Knowing your 
own situation as you do, there is no 
question but what this problem can be 
solved by yourselves in your own par- 
ticular locality. 

The question is asked, is this the op- 
portune time to make such an adjust- 
ment when the rental of safe deposit 
boxes has been declining for the last 
few years? There is only one answer 


to the question as I can see it, and that 
is by the asking of another question 
which is, why do we rent safe deposit 
boxes in the first instance, and through 
this the answer to the first question is 


‘*With the indicated revival 
of business, such aS we are ex- 
periencing, many new prospec- 
tive safe deposit box renters and 
bank depositors are being 
created. Labor is returning to 
its machines, and it is not un- 
reasonable to expect that a large 
proportion of these people will 
be investing their money in evi- 
dences of wealth, whether it be 
in the form of bonds, stock cer- 
tificates, or savings bank pass- 
books. .The sale of insurance 
policies will be on the upward 
trend, and these evidences of 
wealth will have to be kept in 
safe places. 

‘‘At what better period in 
any economic cycle could be con- 
sider increasing the rental of 
our safe deposit boxes, or at least 
maintaining the established 
rates, than at the beginning of a 
period when the economic life of 
the nation is undoubtedly on an 
upward trend?’’ 
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quite clear. The reason that we rent a 
safe deposit box, in which I know you 
will all concur with me, is because some 
one person or corporation has acquired 
some of the world’s goods or evidences 
on paper of their right to these tan- 
gibles, and a safe place must be found 
for their safekeeping. With the help 
and codperation of advertising agencies, 
and with the guidance of our own ad- 
vertising committees, the protection and 
services the safe deposit vault has to 
offer is being broadcast pretty generally. 


Adjust Rates Now 


With the indicated revival of busi- 
ness, such as we are experiencing, many 
new prospective safe deposit box renters 
and bank depositors are being created. 
Labor is returning to its machines, and 
it is not unreasonable to expect that a 
large proportion of these people will be 
investing their money in evidences of 
wealth, whether it be in the form of 
bonds, stock certificates, or savings bank 
passbooks. The sale of insurance policies 
will be on the upward trend, and these 
evidences of wealth will have to be kept 
in safe places. This has already mani- 
fested itself in certain sections of the 
country, as I have recently seen some 
interesting figures of the tax collections 
of the Internal Revenue Department for 
the fiscal year ending June 30, 1940, 
and while these figures are probably 
unaudited, I believe them to be substan- 
tially correct. Out of the sixty-four dis- 
tricts under review, thirty-seven of the 
districts report a gain in their collec- 
tions. 

I believe we are safe in saying that 
this is indeed a healthy sign on the 
horizon when the demand for our serv- 
ices is increasing in some sections of 
the country, and it is bound to spread. 
The demand will gather momentum 
when the industrial employment clarifies 
itself more fully. 

In our own vault we have been ex- 
periencing a slight increase in business 
since January, and when compared to 
the same period a year ago, up to May 
15, we find that our net position is 
niinety-three boxes ahead of last year. 
In fact this upward swing was first noted 
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in our vault in the fall of 1940. At 
what better period in any economic 
cycle could we consider increasing the 
rental of our safe deposit boxes, or at 
least maintaining the established rates, 
than at the beginning of a period when 
the economic life of the nation is un- 
doubtedly on an upward trend? 


© 
FURTHER INTERVENTION 


WE apparently face a new threat of 
further intervention of Government in 
banking. We are advised that the so- 
called Jones-Wheeler Bill, which would 
have placed the agricultural credit set- 
up in the hands of the Federal Govern- 
ment and destroyed all of its self- 
governing features, again is being re- 
vived. This drastic measure—a long ~ 
step toward complete Government bank- 
ing—was narrowly defeated a year ago, 
and we shall have to face the issue 
again. It must not be allowed to be- 
come law, and what we now do by way 
of codperating with and satisfying the 
needs of agriculture will have a telling 
effect on the outcome.—J. D. St. John, 
President, Ohio Bankers Association, 
and Vice-President, Toledo Trust Com- 
pany, Toledo, Ohio. 


© 


ComMERCIAL banks by the very nature 
of their business have to rely upon their 
borrowers to reduce their loans from 
time to time, preferably out of earnings. 
If the Government is the borrower 
from the banks and its expenditures are 
running ahead of its revenues, the Gov- 
ernment cannot pay down its debt to 
the banks, but has to increase it. The 
effect of this is constantly to increase 
the volume of bank credit and therefore 
the volume of deposits, the effect of 
which in turn is to raise prices and 
invite inflation. Financing defense on 
commercial bank credit is almost as 
bad fromthe public standpoint as to 
finance vast Government undertakings 
by issuing greenbacks or borrowing 
from a central bank.—Winthrop W. 
Aldrich, Chairman of the Board, The 
Chase National Bank, New York City, 
in his recent report to stockholders. 
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NATIONAL BANK 
OF DETROIT 


Complete Banking and Trust Service 
Statement of Condition, June 30, 1941 


RESOURCES 
Cash on Hand and Due from Other 






Rs a eae ere $268,361,785.20 
United States Government Obligations, 

direct and/or fully guaranteed . 268,699,997.66 
Other Securities... . ... & ss 50,401,919.55 
Stock in Federal Reserve Bank. . . 772,500.00 
Loans: 

Loans and Discounts. . . . . $ 92,335,398.08 

Real Estate Mortgages . . . . 15,895,314.98 

RWROGRUNN 650 5 acon ge 6m 74,208.60 108,304,921.66 
Branch Buildings and Leasehold Im- 

TROUMMNGUNN so 6. 630s cs 8 989,749.36 
Other Real Estate. ....... 3,212.75 
Accrued Income Receivable—Net . 1,536,548.25 
Prepaid Expense ........ 690,560.51 
Customers’ Liability Account of 

Acceptances and Letters of Credit 1,689,187.01 

TOTAL RESOURCES .... $701,450,381.95 


LIABILITIES 


Deposits: 

Commercial, Bank and Savings . $584,553,036.91 

U.S.Government ...... 15,520,941.72 

Treasurer, State of Michigan . 12,943,463.31 

Other Public Deposits . . . . 50,082,922.65 $663,100,364.59 
Capital Account: 


Preferred Stock (858,475 shares) 8,961,875.00 
Common Stock (825,000 shares) 8,250,000.00 


RE es catenin aire 8,538,125.00 
Undivided Profits ...... 7,219,508.49 
Reserve for Retirement of Pre- 


ferred Stock. . . .... 1,262,648.45 34,232,156.94 





ais os Rt ae mie ah Hoe Ge hone 412,500.00 

PONS 5S ORR See 2,016,173.41 
Our Liability Account of Acceptances 

and Letters of Credit. . ... 1,689,187.01 


TOTAL LIABILITIES .... $701,450,381.95 
















United States Government securities carried at $62,275,543.94 in the foregoing statement 
are pledged to secure public and trust deposits and for other purposes required by law. 


4 + 
Member Federal Deposit Insurance Corporation 








Hedges 


Against Inflation 


NFLATION in the United States is 

not imminent. The most that I can 

foresee for the next year is an in- 
crease in wholesale prices of 10 to 15 
per cent, and in the cost of living of 
5 to 10 per cent. I believe inflation is 
not imminent because the productive 
capacity of the country is great, and is 
constantly increasing. Furthermore, it 
is generally being recognized that the 
huge efforts of rearmament cannot be 
superimposed on the present existing 
production of durable consumers’ goods. 
Hence, more and more restrictions will 
be imposed on the production of such 
commodities. All of this, of course, will 
impose sacrifices on the part of every- 





MARCUS NADLER 
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By Marcus Nadler 
Professor of Finance, New York University, 
New York City 


body. My own personal opinion is 
that no matter how great the sacrifices 
may be, they are small compared to the 
price that a nation pays which permits 
inflation to develop. 

Hedging against inflation does not 
mean profiting from the misery of 
others. It simply is the protection of 
one’s own assets. The question of hedg- 
ing differs, depending upon the enter- 
prise, and for the purpose of the present 
discussion, enterprises may be divided 
into three groups: (1) Business enter- 
prises, including manufacturing plants 
as well as distributing organizations; 
(2) Financial institutions, including 
banks and insurance companies; (3) 
Individuals who have investments and 
who are endeavoring to protect the pur- 
chasing power of their investments. 

The problem of hedging against in- 
flation is further complicated by the fact 
that inflation may be temporary or per- 
manent in character. For example, 
during the last war inflation was tem- 
porary in the United States, Great 
Britain, Holland, Switzerland and in 
the Scandinavian countries. After 1920, 
prices of commodities declined very 
sharply, and hence the necessity for 
hedging against inflation was not so 
great as in countries where inflation was 
permanent, as for example in France. 
Commodity prices rose sharply in 
France during the war, and instead of 
declining at the end of the conflict, they 
continued to go up, so that the purchas- 
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ing power of the French franc continued 
to decline long after inflation in the 
other countries had been wiped out. 

It is not easy to determine at the be- 
ginning whether inflation will be per- 
manent or temporary in character. How- 
ever, if one takes into consideration the 
fact that the United States is to a large 
extent self-sufficient, with a great deal 
of gold in its possession which can be 
used for the purchase of commodities 
all over the world, and that the dis- 
location of plants will not be so great 
as in other countries, one can safely 
reach the conclusion that if inflation in 
the sense of a sharp rise in commodity 
prices should develop in the United 
States, it would only be temporary in 
character. 

Now let us analyze how the individual 
types of business enterprises can hedge 
against inflation. 


Manufacturing Concerns 


In my opinion, a manufacturing con- 
cern is in a very good position to hedge 
against inflation. The only thing it has 
to do is to improve plant and equip- 
ment, by using the profits obtained dur- 
ing the inflationary period. It is also 
advantageous to increase the quantity of 
raw materials needed in the process of 
production. Where inflation is likely 
to be permanent, it is desirable to bor. 
row the money for this purpose. Where, 
however, inflation appears to be only 
temporary, obviously it would not be 
advisable to borrow. A manufacturing 
concern could readily hedge against in- 
flation by utilizing profits for the pur- 
pose of increasing research in order to 
improve its commodity or markets. 

The test of whether or not a hedge 
is successful depends upon whether at 
the end of the period of inflation the 
plant and equipment are just as good 
as they were before inflation set in, 
whether the volume of inventories and 
raw materials, as well as manufactured 
goods, is as large and, fianlly, whether 
the credit position and the earning 
powers of the corporation are unim- 
paired. 

The possibilities of hedging for trad- 
ing concerns are also simple. The only 


thing a trading concern can do is to 
increase its inventories. Since inflation 
means a rise in commodity prices, the 
larger its inventories the better off the 
concern is. In cases where inflation is 
considered as permanent, it is advisable 
to borrow money to obtain the inven- 
tories. Where the inflation is not con- 
sidered as permanent, experience has 
shown that the best hedge is to borrow 
money at the beginning of the inflation 
period and while prices are still rising 
to liquidate the inventories and to re- 
pay the loan. 

The test of whether a mercantile es- 
tablishment is successful in hedging is 
whether the quantity and quality of its 
inventories after the period of inflation 
is over are as good as prior to the 
inflation. 

Banks 


Where inflation is considered as tem- 
porary in character, a bank does not 
have to hedge. After all a bank’s assets 
and liabilities are stated in currency. 
Hence, the only thing that a bank has 
to protect is its own capital, surplus 
and undivided profits. Where inflation 
is temporary in character, the only thing 
for a bank to do is to see that it does 
not suffer any losses after the inflation- 
ary period is over. This can be done 
by liquidating all of its medium-grade 
bonds and real estate during the period 
of inflation, and by adopting a careful 
policy towards loans. At the end of 
the period of inflation, the bank will 
then be in a sound position. 


‘‘After examining the methods 
of hedging against inflation by 
banks as employed in France, 
Germany, Austria, Hungary and 
Italy, I am convinced that there 
is really no way in which a bank 
can hedge with safety at the 
present time in order to protect 
the purchasing power of its capi- 
tal and surplus,’’ says Dr. Nad- 
ler in the accompanying portion 
of his recent address at the Ore- 
gon Bankers Association con- 
vention. 
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‘The best hedge against in- 
flation for individuals is the ac- 
quisition of a going concern, be 
it a manufacturing or a mercan- 
tile establishment. There is only 
one prerequisite, and that is that 
the man who buys such a con- 
cern should be able either to 
manage it himself or he should 
have someone whom he can trust 
to manage it for him. 

‘‘There is only one real hedge 
against inflation, and that is to 
see that it does not take place. 
After all, there can be no in- 
dividual economic security un- 
less there is collective security, 
and an individual cannot expect 
that he will be permitted to 
profit at the expense and misery 
of others.’’ 


Where inflation is permanent, banks 
in the past had various means of hedg- 
ing to protect their own capital, surplus 
and undivided profits. They could either 
buy gold or place part of their assets 
abroad. Today this is, of course, im- 
possible. If permanent inflation should 
develop, a bank can hedge only by us- 
ing part of its increased earnings to 
increase its own surplus. Where infla- 
tion is permanent, banks can partly 
hedge by buying certain types of bonds, 
which are considered as cyclical in 
character, and which will benefit from 
the decrease in the purchasing power of 
the currency. This certainly does not 
apply to bonds of railroads or utilities. 

After examining the methods of hedg- 
ing against inflation by banks as em- 
ployed in France, Germany, Austria, 
Hungary and Italy, I am convinced that 
there is really no way in which a bank 
can hedge with safety at the present 
time in order to protect the purchasing 
power of its capital and surplus. 


Life Insurance Companies 


A life insurance company needs no 
hedge. This applies to mutual life in- 
surance companies. Their assets and 
their liabilities are stated in dollars and 
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in so far as they are mutual companies 
and do not operate with their own 
money, obviously they need no hedge. 
Fire and casualty companies, which are 
primarily stock companies need to pro- 
tect only their own capital. They are 
in the same position as banks, with one 
difference, namely, that they are in a 
position to buy stocks. Whether or not 
stocks are a hedge against inflation will 
be analyzed later. 


Individuals 


How can individuals hedge against 
inflation? In the past, the holding of 
gold offered a good hedge, but at pres- 
ent this is impossible. There is no pos- 
sibility of buying gold in any civilized 
country. It is very doubtful, in my 
opinion, whether the price of gold in 
terms of dollars will ever be higher 
than it is today. 

Next, let us consider the hedge offered 
by precious metals and jewelry. During 
periods of inflation in the past, precious 
metals and jewelry proved a good 
hedge. People in Germany, France, 
Austria, Hungary and Italy who bought 
precious metals such as platinum, dia- 
monds, or other jewelry, found that they 
had protected their purchasing power. 
However, I doubt very much the wis- 
dom of such action at the present time. 
At the end of this war, Europe will be 
much more impoverished than ever be- 
fore. Hence, the Europeans will not be 
in a position to buy jewelry, diamonds 
or precious metals. Their chief concern 
will be to buy foodstuffs and raw ma- 
terials. This practically leaves the 
United States as the only market for 
precious metals and jewelry. Already 
income taxes in the United States are 
very high, and will be increased further 
before the emergency is over. High in- 
come taxes as a rule hit people who are 
buyers of jewelry. Hence, under present 
conditions, precious metals are not a 
good hedge against inflation. 

The purchase of commodities offers 
the best hedge against inflation, because 
inflation means a sharp rise in com- 
modity prices in terms of money. Ob- 
viously, where an individual has com- 
modities, he has hedged against infla- 
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tion. The danger in buying commodities, 
however, is particularly great where 
inflation is only temporary in character, 
as was the case in the United States, 
Great Britain and in a number of other 
countries. The best hedge through 
commodities where inflation is consid- 
ered as temporary is to buy commodities 
at the beginning, sell them when prices 
are still rising, and then keep the cash. 
The profit, of course, will not be so 
great as would be the case if the com- 
modities were carried to the final end 
of the inflationary period, but as a rule 
it is very difficult to know exactly when 
to sell. 

In countries where inflation can be 
only temporary in character, as in the 
United States, I repeat that the buying 
of commodities as a hedge against in- 
flation is very hazardous. 

A great many people believe that 
equities are a good hedge against infla- 
tion. Personally, I do not believe this 
is so. 

Under present conditions, if an infla- 
tionary wave should set in in the United 
States, then undoubtedly the excess 
profits tax would be increased. A high 
excess profits tax, as exists for example 
in England, means that no matter how 
high commodity prices are or how good 
business is, corporations can earn only 
so much and no more. Hence, through 


high taxation the Government is in a 


position to prevent earnings of corpo- 
rations from keeping pace with the in- 
crease in prices. 


Real Estate 


Not all real estate is a hedge against 
inflation. For purposes of hedging, real 
estate must be divided into three major 
groups: (1) Business property; (2) 
Residential property; (3) Farm land. 

Business property has proven to be 
a good hedge against inflation. In a 
period of inflation when prices are ris- 
ing and business activity is high, rents 
of business property can be increased, 
particularly where the leases are not 
long term ones. 

On the other hand, residential prop- 
erty, as such, has not proven to be a 
hedge against inflation. In a period of 


inflation rent laws are passed prohibit- 
ing an increase in rents. Hence, whereas 
the rent is frozen, the cost of up-keep 
rises, and instead of being a hedge, resi- 
dential real estate turns out to be a loss 
to the holder. 

Farm land proved to be a good hedge 
against inflation in Europe, because 
land is limited, and most of the Euro- 
pean countries produce less agricultural 
products than they actually consume. 
Hence, whenever inflation set in, rural 
land values went up. In the United 
States there is an over-supply of agri- 
cultural land. We have lost our foreign 
markets for agricultural commodities, 
and in all probability we will not re- 
gain them. Hence in my opinion—and 
this is contrary to the opinion which 
prevails in many circles—farm land is 
no hedge against inflation in the United 
States. 

The best hedge against inflation for 
individuals is the acquisition of a going 
concern, be it a manufacturing or a 
mercantile establishment. There is only 
one prerequisite, and that is that the 
man who buys such a concern should be 
able either to manage it himself or he 
should have someone whom he can trust 
to manage it for him. 

There is only one real hedge against 
inflation, and that is to see that it does 
not take place. After all, there can be 
no individual economic security unless 
there is collective security, and an in- 
dividual cannot expect that he will be 
permitted to profit at the expense and 
misery of others. 


© 
HEROISM ON $16 A MONTH— 


Once, standing with my brothers over 
my father’s grave, my eldest brother 
talked about my father being a “hero”; 
his heroism consisted in giving all his 
sons a modern education with a salary 
of $16 a month, a feat which, with the 
best scholarships offered, no other 
pastor around Amoy equalled. For my 
father was an incurable optimist and 
dreamer.—Lin Yutang, noted Chinese 
author, in the current Rotarian maga- 
zine. 
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A Message 


ro) TO... 


5 Savings Bonds and 
Stamps give us all a way to take 
a direct part in building the 
defenses of our country —an 
American way to find the billions 
needed for National Defense. 


The United States is today, 
as it has always been, the best 
investment in the world. This 
is an opportunity for each citizen 
to buy a share in America. 


We print this message in 
the cause of Defense. 


x*** 
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Financial 


Radio Advertising 


OST business is conducted upon an 
exchange of ideas or the arrival 
at agreements through the spoken 

word. It is much easier for you to com- 
plete arrangements for a loan with a 
man and his wife together in your office 
than it is to try to do it by mail. It is 
equally logical to advertise to them 
through the spoken word over the radio 
while they are sitting in their own home, 
in their own living room, together. A 
number of experiments conducted by 
educational institutions—notably Har- 
vard and Ohio State College—show that 
the ear gets information easier “and re- 
tains it longer than does the eye. I 
shall not go into a detailed account of 
these findings, but I mention them only 
as one of the fundamentals to consider 
to put radio broadcasting into its proper 
perspective from an advertising stand- 
point. It is well to consider the differ- 
ences of the media as well as the simi- 
larities, and the one basic difference 
from a salesmanship standpoint between 
radio and all the other media is the fact 
that it does use the human voice for 
the selling part of its function. 

How can we use radio to advertise 
money? I say that we are advertising 
money because in your. business you 
either have money for rent or you are 
willing to rent it from somebody else. 
First comes the necessity of giving 
plenty of attention to the subject of 
whom you wish to reach and the best 
way of doing it. Who are your pros- 
pects? What type of people are they? 
How do they live? Are they married 
or single? 

Radio is an extremely elastic medium. 
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By Craig Lawrence 


Commercial Manager, Iowa Broadcasting 
Co., Des Moines, Iowa 


You can build your program or select 
your time of broadcast to reach prac- 
tically any type of person you wish. 
You can point a program entirely at 
the low income groups, or at the middle 
income groups, or exclusively at the 
higher income groups; and by using the 
proper program content you can control 
your circulation, as it were, to an amaz- 
ing degree. 

In examining various instances of 
financial advertising both from the 
standpoint of savings and from the 
standpoint of loans, it is apparent that 
the majority are pointing toward the 
family audience—that is, a very general 
income group which would eliminate, 
if anything, the very low incomes and 
the very high incomes. Most of the 
successful programs are broadcast either 
in the evening or on Sunday or at some 
time when the family is at home and 
it’s possible to reach the husband and 
the wife together and, in some cases, 
the children too. 


Undivided Family Attention 


Speaking as an outsider, as far as 
your business is concerned, I would say 
that this is entirely logical. The mat- 
ter of money, whether or not it is a 
question of getting some or investing 
some, is a serious concern in the busi- 
ness of running a home. It is a matter 
that is decided upon by the board of 
directors which in nine homes out of 
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“The matter of money, 
whether or not it is a question 
of getting some or investing 
some, is a serious concern in the 
business of running a home. It 
is a matter that is decided upon 
by the board of directors which 
in nine homes out of ten consists 
of Mr. and Mrs. America. Here, 
too, is one of radio’s unique ad- 
vantages and one that can be 
capitalized upon by proper 
scheduling of your program. 
You have the family board of 
directors together. They are 
listening to your program. There 
is no competition from any other 
advertising at the time that they 
are listening,’’ points out Mr. 
Lawrence in the accompanying 
portion of his recent address at 
the American Industrial Bank- 
ers convention. 


ten consists of Mr. and Mrs. America. 
Here, too, is one of radio’s unique ad- 
vantages and one that can be capitalized 
upon by proper scheduling of your pro- 
gram. You have the family board of 
directors together. They are listening 
to your program. There is no competi- 
tion from any other advertising at the 
time that they are listening. There are 
no big nor little advertisements playing 
around on all sides of it, vying for their 
attention. I can’t go into a discussion 
of this point as elaborately as it war- 
rants from a sales psychology stand- 
point but remember it, if you will 
please, as something extremely impor- 
tant to you from a sales standpoint and 
a public relations standpoint. Radio’s 
ability to deliver uninterrupted and un- 
divided attention for your message in 
the homes of your prospects is definitely 
worth money to you. 


Home Loan Bank Experience 


You may be interested in some high- 
’ lights from the third annual “Hunt For 
Facts” questionnaire distributed by the 
Department of Public Relations to over 
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1,200 members of the Federal Home 
Loan Bank System. Two hundred and 
forty member associations of that sys- 
tem reported the use of radio advertis- 
ing during 1939. The average amount 
spent by each of these concerns was 
$898 for the year. Averages, however, 
are extremely tricky, especially in view 
of the fact that the most successful ad- 
vertisers in that group spent more than 
that. In fact, when the expenditures 
were over $1,000 a year the ratio of sat- 
isfied sponsors to dissatisfied sponsors 
was nearly three to one. Actually, only 
among the institutions devoting less than 
$500 to radio did the number of un- 
satisfactory experiences exceed those 
with either good or excellent results, 
The average expenditure of those ex- 
periencing good or excellent results was 
$1,518 per year. The average duration 
of their campaign was 32.3 weeks per 
year. There is a great argument there 
for consistency, true of any advertising 
but particularly true of radio. 


The most successful radio advertisers, 
such as General Foods, Procter and 
Gamble, General Mills and the success- 
ful advertisers are those which run, in 
most cases, 52 weeks of the year. We 
are all creatures of habit, and radio 
creates listening habits for certain pro- 
grams which can be translated into dol- 
lar profit for the advertiser who keeps 
that habit alive and encourages it in 
others and, then, knows what to do 
about it in a selling way after it has 
been developed. 


In the savings and loan field most of 
the unsatisfactory reports were from 
firms which did not use enough time 
on the air. The most satisfactory unit 
of time was fifteen minutes—next, five 
minutes—next, one minute—and next, 
thirty minutes. The most satisfactory 
frequency for the broadcast—that is, 
the number of times per week—was a 
five-per-week schedule. I’m speaking 
now of programs. Most of the users of 
announcements are on the air either 
six or seven days a week. Most of the 
users of programs are on the air only 
once a week, but the percentage of suc- 
cessful usage was considerably higher 
in the five-per-week bracket. Approxi- 


a. ee ee ee ee. en) | 





S, 
d 
a 
n 
e 
0 


_— ww 
’ 


aorta 


mately one-third of the campaigns con- 
sisted of spot announcements. Music 
programs accounted for about one- 
eighth, and news broadcasts about a 
tenth. Incidentally, nearly two-thirds of 
the associations using the news broad- 
casts reported good or excellent results 
—this was a higher proportion than for 
any other type of program. 


News Preference 


In connection with news you might 
be interested to know that the Univer- 
sity Radio Workshop, of Indiana Uni- 
versity, made a thorough seven-month 
survey which included approximately 
one out of every ten homes in a number 
of Indiana counties. One of the ques- 
tions asked was: “What program do you 
like best and to which type do you regu- 
larly listen?” There were fourteen dif- 
ferent individual types and among these 
the preference for the first three ranked 
as follows: number one, news broad- 
casts; number two, popular music; 
number three, variety programs. There 
are exceptions to this possibly in some 
markets, but I think you will agree that 
there is logical demand for news at 
the present time, and one that seems to 
be an ever-growing demand as radio 
expands into the news service field and 
continues to tell what is happening every 
day in the fastest possible way. 

These are the highlights of the Fed- 
eral Home Loan Bank Survey on radio 
advertising. The Board has a much 
more complete review which can be ob- 
tained by writing to the Federal Home 
Loan Bank Board, Washington, D. C., 
and asking for the reprint from the Oc- 
tober, 1940, issue of the Federal Home 
Loan Bank Review. I think that the 
points mentioned there may help also to 
answer some of the questions that have 
been asked. Others can be answered by 
citing individual cases. 


Regular Broadcasting Best 


For instance, one gentleman asks: 
“Which is most effective, intensive 
broadcasting or periodic broadcasting?” 
From my experience in the broadcast- 
ing of various lines of business, I would 
say that unless your periodic or short- 
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‘‘The most successful radio 
advertisers, such as General 
Foods, Procter and Gamble, 
General Mills and the successful 
local advertisers are those which 
run, in most cases, 52 weeks of 
the year. We are all creatures 
of habit, and radio creates listen- 
ing habits for certain programs 
which can be translated into 
dollar profit for the advertiser 
who keeps that habit alive and 
encourages it in others and, 
then, knows what to do about it 
in a selling way after it has been 
developed.’’ 


time schedule is very essential with a 
high degree of sponsor identification 
and remembrance value, it is not as 
good as regular, consistent, week in 
and week out advertising. To pin it 
down to specific terms, I would say 
that if I had $5,000 a year available to 
spend I would much rather spend it 
on the basis of $100 per week, week in 
and week out, than to spend it during 
13 weeks in the fall and 13 weeks in 
the spring, and with $200 a week avail- 
able during those 26 weeks. 

I say this because of the habit-form- 
ing characteristic of radio—because in 
any kind of selling or advertising con- 
stant repetition is one of the strongest 
factors in your favor—because prac- 
tically all radio stations have a discount 
set-up which enables the 52-week ad- 
vertiser to buy much more time per 
week for his money than the 26-week 
advertiser gets. All of which means 
that, the fellow that keeps on going buys 
his advertising on a more productive 
and more economical basis than the stop 
and go advertiser. Shell Petroleum once 
said “Stop and Go Driving is Expen- 
sive.” That also applies to advertising. 
Stop and go advertising is expensive 
too. 


Expenditure and Type 


What percentage of the advertising 
appropriation should be devoted to 
radio? This depends entirely upon the 
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individual situation. If it is necessary 
to devote 90 per cent of the appropria- 
tion to radio in order to get a repre- 
sentative radio schedule from a com- 
petitive standpoint and you feel that 
the available program has a circulation 
you need, it would be good business to 
spend the 90 per cent. In other cases, 
where a large appropriation is avail- 
able, a 50 per cent split between radio 
and other media might be appropriate. 
In other cases, where radio would be 
doing a supplementary job, it might get 
20 per cent or 15 per cent. There is 
no set percentage—it depends upon 
what will do the best job for you in 
your own individual situation. 

What type of radio program is most 
effective? I think that this was covered 
fairly well in the Federal Savings and 
Loan report. However, as you will re- 
call, news was mentioned enthusiastic- 
ally and a good percentage was using 
popular music programs. 

Just to run through some other suc- 
cessful financial advertising programs 
to show you the variety, we have noted 
news commentators, as differentiated 
from spot news broadcasters; _five- 
minute philosophical talks; participa- 
tion on the Fletcher Wiley program on 
KNX, appealing principally to house- 
wives; musical clocks; participation on 
the Uncle Don program on WOR, New 
York, appealing to children; question 
and answer man; enquiring reporter, or 
man-on-the-street; state historical pro- 
grams; one built around little-known 
facts about the city in which the adver- 
tiser was located; another, proper pro- 
nunciation of words; and a variety of 
others in many other classifications. 

Let’s put it this way—try to find first 
a program which either already has a 
built-up audience among the type of 
people you want to reach and at a time 
of day when you know that you can 
reach them, or build a program which 
will create such an audience within a 
comparatively short period of time. In 
connection with this let me make one 
suggestion. Put the burden of the proof, 
and of the selection, on the radio sta- 
tion. Practically every radio station 


man with whom I am acquainted is 
anxious to do a good job and get re- 
sults for his advertisers. Talk to him 
about your particular problem. Let 
him know the type of people who either 
borrow money from you or invest 
money with you. Determine together 
how much you are going to invest the 
first year and put it up to him to de. 
liver for you in such a way that you 
will capitalize to the maximum on that 
investment. 


(Nore: This article will be concluded in 
the September issue of Tue Banxers 
MacazineE, with Mr. Lawrence’s discussion 
of such problems as: size of sponsor and 
city; handling the commercial; spot an- 
nouncements; determining effectiveness of 
radio advertising; etc.) 


oe: 
THE FALLACY OF RATE-CUTTING 


To cut your rates of discount in order 
to swell your volume is a fallacy that 
you should earnestly examine. There 
is no one more responsible today for 
the low interest rates prevailing in this 
country than the banks themselves. 
Seeking to compete with each other, they 
have step by step cut the yield on loans 
and on investments until every bank and 
every savings depositor, every insurance 
policy owner, and every holder of a 
Government bond is suffering from a 
reduced income. In turn, that reduced 
yield has frozen the spirit of the in- 
vestor, and new enterprise is all but 
dead, and self-generating commerce is 
all but a stagnant stream, because the 
reward for risk is below the point that 
warrants the entrance of money into a 
business venture. The fallacious theory 
that cheap money generates a boom and 
moves an economy out of a depression 
has been exploded in our very faces. 
In the presence of the destructive in- 
fluences of a rate-cutting war among 
banks in commercial loans and invest 
ment portfolios, let us not repeat that 
fallacy in the consumer credit field— 
Thomas C. Boushall, President, The 
Morris Plan Bank of Virginia, Rich- 
mond, Va., in @ recent address at the 
ABA Consumer Credit Conference. 


THE BANKERS MAGAZINE for August, 19f1 





THE NATIONAL CITY BANK 
OF NEW YORK 
Head Office + 55 WALL STREET + New York 


Condensed Statement of Condition as of June 30, 1941 
(In Dollars) 


INCLUDING DOMESTIC AND FOREIGN BRANCHES 


ASSETS 

Cash and Due from Banks and Bankers $1,030,259,008 
United States Government Obligations (Direct or Fully 

Guaranteed) 1,148,145,869 
Obligations of Other Federal Agencies 50,725,633 
State and Municipal Securities 179,531,021 
Other Securities 66,033,697 
Loans, Discounts and Bankers’ Acceptances 603,571,042 
Real Estate Loans and Securities 6,791,688 
Customers’ Liability for Acceptances 8,544,513 
Stock in Federal Reserve Bank 4,260,000 
Ownership of International Banking Corporation 7,000,000 
Bank Premises 40,227,751 
Other Real Estate 156,622 
Other Assets 628,999 


$2,934,824,738 
$18,275,697 


6,895,402 11,380,295 
Items in Transit with Branches 25,297,158 
Reserves for: 


Unearned Discount and Other Unearned Income 4,066,655 
Interest, Taxes, Other Accrued Expenses, etc 7,606,197 
Dividend 3,100,000 
$77,500,000 
65,500,000 
16,600,800 159,600,800 
$3,145,875,843 


Figures of Foreign Branches are as of June 25, 1941. 


$77,135,911 of United States Government Obligations and $14,177,264 of other assets 
are deposited to secure $57,963,996 of Public and Trust Deposits and for other 
purposes required or permitted by law. 


(Member Federal Deposit Insurance Corporation) 
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IN 


WASHINGTON 


By Our 


WASHINGTON CORRESPONDENT 


GAIN this year it appears that Con- 
gress will remain in continuous 
session, despite heat, humidity, 

weariness and a desire to escape back 
home and find out what constituents are 
thinking about. Some Congressmen 
have managed to absent themselves for 
short periods in order to better learn 
the sentiment of their home districts. 
This has been especially true among 
Representatives. As a result, it is a 
safe assumption that the House reacts 
more critically, is more progressive, 
than the Senate. As most representa- 
tives interpret the will of the nation, 
there is a readiness to take more deter- 
mined and decisive action in support of 
Great Britain. On this assumption, the 
House is giving the President more and 
more critical support. 

At the same time the Senate, which 
during the last session was the critical 
body, is now doing much talking but 
very little constructive legislative work. 
On financial bills, and those which re- 
late to banking matters, it has been in- 
variably true that the Senate has given 
scant consideration to fundamental 
trends while the House has produced 
some enlivening and worth while debate, 
despite its size and its general tendency 
to route these bills through under hard 
and fast rules. 


Banking Legislation 


While no major legislation affecting 
’ banking, has stirred the bankers, almost 
all legislation which has been passed 
has had banking phases. The continua- 
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tion of the Commodity Credit Corpora- 
tion with its provision for maintenance 
of prices of non-basic agricultural com- 
modities under the broad principle of 
85 per cent of parity is a case in point. 
The lending authority of the CCC is 
now set at $2,650,000,000 and there is 
no evidence that this huge figure will 
be the limit. 

The FHA has been extended, with an 
amendment providing insurance for 
farm-tenant mortgage loans which was 
added by the Senate to please the agri- 
cultural states, but again the House 
proved the more critical and sharply 
debated the whole matter of making 
long time loans for the purpose of aid- 
ing tenant farmers. 

There are two bills of a banking na- 
ture which have brought immediate re- 
percussions from independent bankers. 
One would permit national banks to 
establish branches in military areas re- 
gardless of state laws which might pro- 
hibit such branches. The other has 
been commented upon before in these 
pages and concerns the requirement that 
branches advertise their deposits and 
loans, the same as banks. The first is 
being opposed by one strong independ- 
ent association and the latter is sup 
ported by another powerful group. 


Bank-Treasury Codperation 


More and more are the banks being 
used by the Treasury Department for 
financial support and as an avenue to 
reach those with funds. This is true in 
connection with the several fund-freez- 
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ing orders affecting non-nationals and 
designed to aid in the developing policy 
of economic warfare against the Axis 
powers. 

Also, in addition to the promotional 
work expected from the banks to sell 
Defense Savings Bonds, there is shortly 
to be announced the full details of the 
tax anticipation notes. According to 
Secretary of the Treasury Morgenthau, 
the banks are to have initial and sole 
“sales rights” in offering these to de- 
positors. However, no provision has 
been made, as yet, to recompense the 
banks for such detail work as they may 
be put to in handling the notes. 

Tax anticipation notes will not be 
transferable or usable as collateral for 
loans, hence the Treasury believes that 
there will be a minimum of work at- 
tached to their promotion. 


Pending Legislation 


Among future proposals of a finan- 
cial nature is the definite probability 
that there will be heavy increases in 
social security taxes. The purpose is 
to head off inflation which seems now 
very, very close, and aid in defense 
financing. Among the proposals now 
under consideration is one to increase 
the present 1 per cent tax on employers 
and employes to 3 to 5 per cent. This 
raising of the rates would aid in drain- 
ing off extra money which people might 
spend in ways that could cause infla- 
tion—at least that is the argument. 

Meanwhile, Leon Henderson and his 
organization is seeking some legal for- 
mula to control prices. The difficulty 
seems to rest in inability to control 
wages or a desire not to irritate the 
great labor organizations, which are 
definitely working for, and obtaining, 
increases for their members. Another 
phase of the dilemma is an unwilling- 
ness to tackle price control of commodi- 
ties, because farmers are also in the 
preferred class with Congress, these 
days. 

The “draft property” bill which, at 
this writing is now scheduled for quick 
consideration, has been greatly modified 
from its first form. Again, it was 
a critical Congress that successfully 
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Smoke potss foun blest in Cleveland's 
“flats” as steel mills operate at peak capacity. 


Ore boats in unprecedented number are moving 
down the Great Lakes and up the Cuyahoga River 
to feed hungry blast furnaces. 


For your financial requirements, you 
want an “on the quent” bank. Central 
National is located in the heart of 
America’s defense activity .. . in daily 


contact with the great upsurge of in- 
dustry in the vital Great es area. 

Backed by over 50 years of special- 
ized experience in this area, our expand- 
ed organization and facilities assure 
— and efficient handling of your 
anking needs, 
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curbed the executive power which 
sought an all-over grant of power, lack- 
ing specific citizen safeguards. 

There may be at times much grum- 


bling over Congress, but in the main 
the legislative functions are being used 
to maintain a semblance of a democracy 
in a war-like world. 


Washington Notes 


Washington Banktrends and Backgrounds Weekly Review, Washington, D. C. 


ATIONING may be just around the 
corner if other means of controll- 
ing prices proves ineffective, say 

Donald Nelson and Leon Henderson. 
They admit that more and more taxes 
will not really work because of effect on 
public morale. They also endorse curbs 
on instalment selling and suggest pos- 
sibility of taxes on the advertising of 
goods where their consumption curtail- 
ment is desired. Rent controls also en- 
dorsed. Price level said to be that of 
1937. Vice-President Wallace admits 
that price increases have been “faster 
than ever before in nation’s history.” 
The Office of Price Administration and 
Civilian Supply continues to inveigh 
against “unscrupulous means” of rais- 
ing prices and now asks the Federal 
Trade Commission to look into profits 
of furniture industry which refused to 
hold prices down as did Chrysler auto- 
mobile corporation and a few others. 


Twilight of Small Business?: It is 
ironically tragic that the Administra- 
tion, which wept salty tears over the fate 
of small business and industry, is now 
putting them out of business through 
priorities and other defense demands. 
This is admitted by Peter Nehemkis, 
Jr. (who once did a study for the TNEC 
on small business). He said that to 
date “not less than ten entire industries 
whose supplies have been either drasti- 
cally curtailed or completely cut off 
must either close down or enter a new 
line of production.” There is no official 
solution offered. But banks, which a 
short time ago were admonished and 
threatened if they did not lend more lib- 
erally to this group, must now be cer- 
tain that these “little businesses” are 


. good credit risks. 
Bank Check-Safe Deposit Taxes: As 


indicated, no bank check is in House 


Committee bill. The Treasury con- 
tested for the two-cent tax until the very 
last. Chairman Doughton reportedly 
cast the deciding vote against the tax. 
Senate members of the Finance Commit- 
tee, the next ABA battle-front. Safe 
deposit boxes are to be taxed nearly 
double—from 11 to 20 per cent. 


Tax Anticipations: Banks will be ex- 
pected to handle applications for this 
new type of Treasury paper, which will 
be issued through Reserve Banks. The 
banks are to credit proceeds to their 
war loan deposit accounts. Secretary 
Morgenthau directly complimented the 
Reserve Board and the Reserve Banks 
for their “assistance” in working out 
the program of notes in two series— 
A and B, 1943. These notes may be 
used to pay all types of Federal income 
taxes—current, back, personal and cor- 
poration, excess profits, but not excise. 
Series. A, issued up to $100, carrying 
interest rate of four cents a month on 
$25 denomination; Series B, up to 
$100,000, with four cents a month inter- 
est on $100 denomination basis. Notes 
sold at par and redeemable for cash at 
purchase price via Reserve Banks. Ef- 
fect of notes on sales of Defense Bonds 
unpredictable but to be watched closely 
since argument of saving is basically 
the same. Defense Bonds emphasize 
the patriotic motif, but tax anticipation 
notes stress economy saving. Both will 
strike at purchases of “luxuries” (once 
claimed as necessities), namely, autos, 
refrigerators. Morgenthau hopes that 
tax anticipation notes will check tend- 
ency to cash in Defense Bonds on tax 
dates. 


Brown’s Military Branch Bank Bill: 
Has strong Administration backing, 
with possibility of easily aroused pop- 
ular sentiment. This is on the assump- 
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tion that men in the Service will be 
aided by giving them convenient bank 
facilities. Treasury, War and Navy 
departments favor proposal since no 
cost involved and aims are along the 
lines of the United States Organizations, 
namely, helping the boys in the camps. 
Proponents of the bill, including Comp- 
troller Delano, insist that there is no 
intention of opening the door to branch 
banking through the clause in the bill 
which says “notwithstanding any provi- 
sion of law to the contrary, national 
banks may ...” This is explained as 
a necessary provision, applicable to 
some states, which sharply restrict 
branches or hedge their operation. The 
expressed desire of proponents is to give 
bank service to men in Army and Navy. 
Temporary branches, traveling banks, 
or other means, are to be considered. 
It is claimed that the post exchanges 
cannot give needed service, such as 
holding papers in’ escrow, transfer 
funds, take deposits, cash checks from 
home, etc. It is estimated that there 
are about 500 posts, needing some bank- 
ing services, which. could be aided. 
Citizen soldiers need this service more 
than men in the regular army, say pro- 
ponents. 

Independents argue against Brown 
Bill. They say that the philosophy be- 
hind the measure is that of First Comp- 
troller Deputy Upham as expressed by 
him in Minneapolis last February. They 
point out that Army pays in cash; that 
such funds are spent and not saved; 
that Army posts handle money orders; 
that with the exception of Bank of 
America most institutions would find 
operation of branches in camps too ex- 
pensive; that the bill provides Govern- 
ment recognition of the branch bank 
theory; that in states where banks could 
now establish branches at camps _ they 
have not done so, inasmuch as deposits 
are already high and service charges 
would not be popular with soldiers and 
sailors and would seem to be unpatri- 
otic. An initial survey indicates that 
Senate would probably pass the bill 
without holding any public hearings in 
committee, but that the House would be 
more cautions, requesting the pros and 


cons of the arguments, with independ- 
ents invited to testify and the attitude of 
the ABA demanded. 


Consumer Instalment Credit: With 
action by Jesse Jones shortening maturi- 
ties and raising down payments for 
electrical appliance paper purchased 
through the Electric Home and Farm 
authority, effective July 7, the first defi- 
nite step ‘has been taken by the Gov- 
ernment in this field. Reason given is 
to restrict terms during “increasing eco- 
nomic activity and liberalizing them 
during periods of economic stress.” 
New all-time highs reported in retail 
auto financing and personal finance 
companies show a raise of 1.6 per cent 
during April and 13 per cent over year 
ago. 

Voorhis Commission: Preliminary 
hearings before House Labor Commit- 
tee indicates that the resolution for a 
commission to study what shall be done 
to save post-war America will be passed. 
Senator Wagner formally endorsed idea, 
as did Brookings Institution and promi- 
nent religious groups. The most ful- 
some and best reasoned advocate was 
W. L. Batt, deputy director of the Office 
of Production Management, who listed 
financial and monetary problems as 
high on list of subjects which must be 
considered. He specifically named gold 
and public debt. Question seems to be, 
are bankers prepared to seize this op- 
portunity to aid in such a study, 
thereby helping to offset the Voorhis 
theory that banking, as now known, is 
doomed. 


Small Loan Interest Rates: Repre- 
sentative Harry R. Sheppard (Calif.) 
wants an investigation of the small loan 
business, especially the personal loan 
companies, who, he says, charge inter- 
est from 6 to 240 per cent. He has 
introduced a resolution to that effect. 


Gore Bill: To require branches to- 
regularly publish their deposits and 
loans, to be pressed for hearings as soom 
as the commodity credit bill is through 
the House. Gore is to offer an amend- 
ment distinguishing between branch 
banks within a city and_ branches 
throughout county or state. Foreigr 
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banks which are branches will also be 
exempted under the amendment. Phras- 
ing expected to say “outside of the lim- 
its of the city, town or village in which 
the head office of such bank is situ- 
ated ...” Some important branch 
banking interests say that if this bill 
passes they will be able to show how 
much “better” they are able to serve 
the communities than the unit bank. 

Patman’s New Service Bill: Offering 
the possibility of influence and popu- 
larity akin to the veterans’ bonus bill, 
which he initially fathered, the Texas 
Representative has introduced measure 
H. R. 5063 to raise pay of military men 
through tax on intangible property. 
“Intangible property” is defined 
broadly, including gold and silver coin, 
Treasury notes, bank notes, and other 
forms of currency, annuities and sur- 
render value of insurance policies. 
“Value” is defined as the “true and 
full?’ value of all intangible property 
assessed in money. Money, whether 
in possession or on deposit, shall be 
entered in the statement” of property 
“at the full amount thereof,” along 
with all kinds of credit, labor, services. 
The tax, in addition to all other taxes, 
is set at one-fifth of 1 per cent of the 
value over $50,000 of holdings. 


Exchange Charges: Correspondence 
reveals that this remains a live question 
despite the war and defense programs. 
As commented on by a mid-Western 
banker whose service charges bring in 
“substantial income” but who recog- 
nizes that for many country banks this 
is not true, a logical solution would be 
adoption of the Canadian system, where 
“merchants, manufacturers, jobbers and 
wholesalers in the larger centers would 
be required to pay the freight for the 
transfer of funds to their places of busi- 
ness, just as they now have to pay the 
freight for the transfer of any other 
merchandise from the places where they 
procure it to their places of business. 
We are the only civilized country in the 
world that ever tried to institute a free 
transfer of funds. We got away with 
‘ jt to a degree while interest rates were 
higher and we were paid interest on our 
balances by our city correspondents, but 
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with the present interest rates and no 
interest on balances from our corre 
spondents, I don’t think we can con- 
tinue indefinitely to par the forty-eight 
states,” he writes. 
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COUNTRY BANK “YARDSTICKS” 


THERE are many “yardsticks” which a 
country bank can use to measure its 
efficiency. First, and perhaps the most 
important, is the “yardstick” which 
would show what the net return on in- 
vestments is, how that return compares 
with other banks in the vicinity, and 
with the return obtainable in other 
banks of comparable size throughout 
the country. The second “yardstick,” 
which is also very important, is one 
that would show him what the main- 
tenance, size, and per item costs are in 
connection with the handling of check 
accounts and how these costs compare 
with banks in the community and banks 
of comparable size throughout the 
country. 

Other “yardsticks” which are useful 
are those which would show what the 
costs are in connection with savings ac- 
counts and other departments in the 
bank. Not only are these so-called 
“vardsticks” useful in showing what 
costs are and how they compare to other 
banks, but if they have sufficient detail 
and the banker has a little imagination, 
they are useful in enabling him to know 
where to cut costs and in showing him 
how to cut them. 

The “yardsticks” will show which 
business is profitable and which is un- 
profitable, enabling the banker to de- 
termine upon his advertising policy and 
what his charges for various services 
might be. In other words, “yardsticks” 
give a comparison of the bank’s costs, 
volume of business, and size of assets 
with similar elements in other banks. 
They are the same as the compass to 
the mariner, or panel instruments to 
the aviator. They show you where you 
are going and how to get there.—T. Al- 
len Glenn, Jr., president, Peoples Na- 
tional Bank, Norristown, Pa., in a recent 
address. 
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UGUST 1 marked the date on which 
the new tax anticipation certificates 
were first placed on sale. Purchase 

of these obligations is now being made 
directly through the Federal Reserve 
Banks. Applications for these notes are 
also being handled through local banks 
in the same manner as for any other 
Government security. 

Two series of notes are being issued, 
although both mature on August lI, 
1943. One type of certificate, Series A, 
is purchasable by any one tax-payer 
only to the extent of $1,200, and carries 
a return of about 1.92 per cent. The 
second type of certificate, Series B, is 
intended for large corporations and is 
purchasable in unlimited amount. This 
series affords a return of 0.48 per cent. 

These notes are not registered, but 
will have the purchaser’s name and ad- 
dress inscribed thereon so that the Col- 
lector of Internal Revenue may compare 
the purchaser’s name with that on his 
tax return. The notes are non-transfer- 
able nor can they be used as collateral. 
Series A notes may be redeemed for cash 
at the Federal Reserve Bank of issue at 
any time at the price paid by the tax- 
payer. Series B notes may be redeemed 
for cash at the Federal Reserve Bank of 
issue at the price paid by the taxpayer, 
but only after sixty days and upon thirty 
days’ notice. The notes bear interest 
only if used for the payment of taxes. 

Banks which pay taxes are permitted 
to use these notes for the full amount 
of their taxes. Naturally, this eliminates 


Investment 
and Finance 


Epitep sy OSCAR LASDON 


Tax Anticipation Certificates 


the Federal Reserve Banks, the Federal 
Home Loan banks, the Export-Import 
Bank and other Governmental financial 
institutions which are tax-exempt. 

The issuance of these notes operates 
directly to the advantage of both the 
Government and the taxpayer. The sale 
of these certificates will replenish the 
Treasury’s working balance and will not 
necessitate the sales of as many bonds 
to finance the armament program. By 
this operation, it may be noted that the 
Treasury receives funds in advance at a 
lower cost than through the sale of 
bonds. An appreciable amount of taxes 
due in 1942 is expected to be in the 
hands of the Treasury by next Janu- 
ary l. 

As far as the taxpayer is concerned, 
businessmen may put aside, periodically, 
amounts sufficient to pay off their taxes 
when they become die. Thus, the need 
for making a large lump sum payment 
at one time is obviated. Furthermore, 
a return is secured on the funds in- 
vested. 

There are other favorable collateral 
effects of this program of tax anticipa- 
tion. Were marketable short-term ob- 
ligations offered in place of the notes, 
banks would be large buyers, and bank 
reserves would expand. This is not 
true in the case of tax notes. As al- 
ready noted, banks can find use for 
these certificates only to the extent of 
the taxes to be paid. In fact, in the 
present instance, a decline in bank re- 
serves is expected as the banks, in mak- 
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ing purchases in behalf of their cus- 
tomers, are expected to pay in reserve 
funds. To the extent that the notes are 
sold to individuals, a reduction in avail- 
able purchasing power will be effected. 
This should help check inflationary 
tendencies. 


SAVINGS BANK INVESTMENT 
POLICY 


In an address before the Massachu- 
setts Bank Management Conference, 
August Ihlefeld, Jr., president of the 
Savings Banks Trust Company, New 
York City, outlined a balanced invest- 
ment program for savings banks. State- 
ments as comprehensive and well defined 
as Mr. Ihlefeld’s are rare. Accordingly, 
we are endeavoring to summarize below 
some of the main points of his discus- 
sion. : 

Attention is called to the fact that the 
objectives of a balanced investment pro- 
gram should include three main consid- 
erations. First, the program should 
seek a continuity of income on the high- 
est yield basis consistent with safety of 


principal. Secondly, safety limits should 


be prescribed. These limits should 
measure, among other things, invest- 
ment risk against the margin of surplus. 
Finally, the flow of savings should be 
directed into those channels deemed 
most appropriate to the satisfaction of 
the greatest social need of the moment 
which may properly be financed out of 
savings. 

So that these broader concepts may 
be translated into practical workaday 
formulae, ratios should ‘be devised re- 
lating to: 

(a) the percentage of average deposit 
liabilities that will be maintained in 
cash and due from banks as a primary 
reserve; 

(b) an additional percentage that will 
be allocated to a secondary reserve 
maintained to correct exhaustion of the 
primary reserve; and 

(c) the balance of resources that will 
. remain for investment account purposes 
after provision for banking house and 
facilities. 
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Mr. Ihlefeld offers the example of a 
savings bank with resources totaling 
110 per cent of deposit liabilities. In 
the light of tested deposit behavior of 
prevailing investment and banking con- 
ditions, he then presents for considera- 
tion the following arrangement of re- 


sources: 
Per Cent of 
Deposit 
Liabilities 
Cash and due from banks 6 
High grade, readily marketable secu- 
rities 
Mortgage loans 
Fixed assets 


*Fixed assets, it is assumed, would repre- 
sent additional asset items above 110 per 
cent of deposit liabilities. 


An indication of the average rate of 
return each group of assets should pro- 
duce is presented in the tabulation be- 


low: 
Per Cent 
Per Annum 


Cash and due from banks 

High grade, readily marketable secu- 
rities, 2 per cent per annum on 
39 per cent 

Mortgage loans, 4 per cent per annum 
on 65 per cent 

Fixed assets 


Total average yield per 
deposits 


From this gross income deductions 


should be allowed for: 
Per Cent 
Per Annum 


Reasonable allowance for cost of op- 
erations 

Allowance for franchise tax and de- 
posit insurance 

10 per cent of annual earnings for 
addition to surplus 


Total deductions 


A balance of 2.17 per cent remains 
after deductions. 

However, it is noted that in many 
cases the funds of a savings bank are 
engaged in assets which are not capable 
of producing the yields indicated. Also, 
effective return may be reduced by off- 
setting losses of principal. Among the 
assets of doubtful productivity are real 
estate acquired by foreclosure, mortgage 
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GENERAL MOTORS 


is engaged primarily in facilitating 
wholesale distribution and retail 
sales of the following products 
of General Motors Corporation 
and its world-wide affiliates: 
CADILLAC, BUICK, OLDSMOBILE, 
PONTIAC, CHEVROLET automobiles; 
FRIGIDAIRE appliances for refrig- 
eration and air conditioning; 
DELCO lighting, power 
and heating equip- 
ment; GMC trucks; 
BEDFORD, VAUX- 
HALL and other 


GEN 
MO 





ACCEPTANCE 


| 
I 


T 
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INSTALMENT 


CORPORATION 


foreign made automotive vehicles. 

The business consists of invest- 
ments in self-liquidating credits, 
widely diversified as to region 
and enterprise, capital employed 
being in excess of $80,000,000. 

In obtaining short term accom: 
modation, GMAC issues one stan- 
dard form of note. This obliga- 
tion it offers to banks 
and institutions, in 
convenient maturities 
and denominations at 
current discount rates. 
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loans in arrears or in default, and sub- 


standard bonds. 

Mr. Ihlefeld observes that practical 
operation of an investment program ac- 
cording to the principles set forth is 
not as simple as it may sound. He 
points, for example, to the scarcity of 
sound first mortgage loans on real estate 
for those banks which must conform 
with laws that set territorial limits upon 
mortgage lending operations. Need for 
deposit analysis as an incident to in- 
vestment policy determination is also 
noted. The characteristics of deposit 
liabilities, such as the type and compo- 
sition of balances, the influence of com- 
peting agencies of investment, must all 
be given considerable thought. The 
trend and stability inherent in a bank’s 
deposits will in the long run determine 
the liquidity and earnings required of 
an institution’s assets. 

With regard to regular maturities or 
diversification, it is not necessary to 
make a fetish of these elements in order 
to attain a balanced investment program. 
“Soundness of earning assets,” asserts 
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Mr. Ihlefeld, “is the anchor of safety 
and the cornucopia of income. The es- 
sential precepts of a balanced invest- 
ment program are safety of invested 
principal, adequate earnings, and liquid- 
ity. _ Upon these basic principles the 
management must ‘custom tailor’ the in- 
vestment program to suit the particular 
requirements of the bank.” 


—_ 


SMALL BUSINESS FINANCING 


Legislation to assist small business 
financing is again reported in Washing- 
ton circles. On the present occasion, 
such proposals are being advocated as a 
defense measure. It is contended that 
many small manufacturing plants, while 
equipped to do defense work, have been 
unable to secure either regular or sub- 
contracts because of their financial con- 
dition. 

According to the provisions of one 
plan, the Federal Reserve Banks would 
be authorized to extend loans in liberal 
fashion. The periods would be un- 
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limited and the funds could be advanced 
for working capital as well as other 
purposes. Another proposal calls for 
the creation of a new Government 
agency. In this case, manufacturers 
unable to obtain bank accommodations 
could obtain long-term loans. Under 
a third plan, the Army and Navy would 
be authorized to make advance payments 
to contractors. 

A measure sponsored by Senator 
Mead (Dem., N. Y.), the proponent of 
many small business financing bills, 
would permit the Federal Reserve Banks 
to provide a guarantee, to the extent of 
90 per cent of the principal amounts, 
of loans extended by any financial in- 
stitution—“any bank, trust company, 
mortgage company, credit corporation.” 
Where necessary, the measure provides 
for direct loans to manufacturers. Of 
course, these accommodations will only 
be extended to plants which cannot ob- 
tain funds through existing channels. 


_— 


BANK LOANS 


During the past two years, commer- 


cial member banks have expanded loan 


accounts over $2 billion. Investments, 
largely reflecting the purchase of U. S. 
Government securities have increased 
over $3,500 million in the same period. 
As we adapt ourselves more and more 
to a war economy, some doubt is being 
expressed that these trends will con- 
tinue. 

In this connection, a glance at British 
and Canadian experience may be of in- 
terest. Since the start of the war British 
banks have witnessed a sharp reduction 
in commercial loan accounts while hold- 
ings of British Government bonds and 
advances to the British Treasury have 
expanded considerably. In Canada, the 
banks have also assisted in financing 
the government deficit, while commer- 
cial loans have declined only slightly. 

The decline in loans in those two 
countries reflects the impact of arma- 
ment programs on production of con- 
sumer goods. Consumer goods manu- 
‘facture has been curtailed in order that 
total emphasis might be placed on war 
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production. Many normal customers of 
the banks have disappeared. Inventories 
have been reduced. Instalment financing 
has been collaterally affected and re- 
duced. 

As our economy is shaped toward all- 
out production of armaments, similar 
experience may be witnessed here. Gov- 
ernment bond holdings of our banks will 
continue to increase but the total of 
commercial loans is less likely to in- 
crease. 


_ 


TAXATION 


The proposed tax measure provides 
for a 6 per cent surtax on income from 
U. S. Government obligations. Such in- 
come is presently exempt from normal 
taxes. 

Needless to state, the imposition of 
such a surtax may make a considerable 
dent in the earnings of some institutions. 
This may be particularly true in the 
case of New York City banks, where 
Government bond holdings are large. 
During June, holdings of Treasury is- 
sues aggregated well over $3 billion 
and it is believed most of the issues held 
were exempt from normal taxation. 

Even though banks attempt to set off 
reported earnings through losses real- 
ized from the sale of depreciated corpo- 
rate obligations, total taxes paid are 
slated to increase and final net income 
figures are certain to be reduced. 

Also of interest is a ruling by the 
Bureau of Internal Revenue that bank 
directors serving as committee members 
be considered as employes. This ruling 
has been made in connection with social 
security taxes, and is bound to affect 
many small institutions in New York 
State which have only four or five em- 
ploves. State banking laws require each 
bank to have at least three executive 
committees composed of directors. 


~~ 


UNEMPLOYMENT 


During the month of May, the num- 
ber of unemployed in this country 
dropped to 3,962,000, the lowest figure 
since September, 1930: According to 
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the National Industrial Conference 
Board, this represented a decline of 
1,395,000 for the month. A year ago, 
in May, 1940, the number of unem- 
ployed totaled 8,735,000. 

In a twelve-month period, manufac- 
turing industries have absorbed 1,865,- 
000 workers. Military service has ac- 
counted for 1,198,000 men. And in 
spite of a drop in WPA, CCC and NYA 
enrollments, the Government has con- 
tinued to expand its réle of employer. 
The total number on the executive, leg- 
islative and judicial rosters of the Gov- 
ernment totaled 1,317,000, as compared 
with only 989,000 at the end of May, 
1940. 


With regard to the prospective labor 
supply, three points are evident. First, 
the pace of increased employment is 
now expected to proceed at a somewhat 
slower rate. This is because agricul- 
tural employment is near its seasonal 
peak, so that a reversal of the employ- 
ment trend in this field may be expected 
in the fall. Secondly, although the 
number of unemployed is estimated at 
3,962,000, half of this number may be 
unemployable. Finally, expansion of 
the army and navy is expected to drain 
off an additional number of men, par: 
ticularly in the lower age limits. 


a 


BOND NOTES 


In its Mid-Year Review of the Munici- 
pal Bond Market, Halsey, Stuart & Co. 
has summarized the favorable and un- 
favorable factors affecting municipal 
bond prices. 

The positive factors are listed as: 
(1) Probability of continued ease in 
money rates; (2) probability of some 
reduction in new state and municipal 
issues; (3) increased -individual and 
corporate demand resulting from higher 
Federal tax rates; (4) improved mu- 
nicipal tax collections and other reve- 
nues; reduced relief expenditures; (5) 
reduced market competition of corpo- 
rate issues; (6) declining tendency of 
state and municipal debt; (7) contract- 
ing supply of Federal tax-exempt issues. 
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The negative factors outlined are: (1) 
Menacing aspect of vast Federal borrow- 
ings; (2) uncertainty created by pend- 
ing efforts to remove tax exemptions; 
(3) reduced institutional buying; (4) 
higher municipal operating costs; dry- 
ing up of tax delinquency payments; re- 
duced Federal grants and WPA labor; 
(5) increase in volume of Federal is- 
sues; (6) population shifts—past and 
prospective; (7) centralization of au- 
thority in Washington, D. C. 

Belief is expressed that “for the near 
term .. . the positive factors outweigh 
the negative, and that the present price 

i reipal issues will not, 
egister 
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tion. This report was prepared by Dr. 
Cleona Lewis of that organization and 
not Dr. Cleona Davis, as was errone- 
ously stated. Dr. Lewis’s study has at- 
tracted wide attention throughout finan- 
cial circles. 
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SERVICE CHARGE EDUCATION 


THE most important and also the 
most difficult part in installing a sys- 
tem of service charges in banks is the 
matter of educating staff members of 
banks to its value to the bank also to 
its fairness to the customer. 

It is necessary to educate and con- 
vince your employes in these matters be- 
cause the discussion will rise most fre- 
quently between the customers and tell- 
ers, and officers have very little oppor- 
tunity to participate. After all, the only 
thing banks have to sell their communi- 
ties is service, and all they want is a 
fair remuneration for the services which 
they render. The important thing is 
that the customer should likewise be 
convinced.—_W. A. Collings, President, 
First National Bank of Crawfordsville, 


Indiana, in a recent address. 


August, 1941 





LOOKING BACK 


Selections from the Banking, Financial 
and Economic Thought of the Past 
Which Apply to Today’s Problems. 


Epitep By KEITH F. WARREN 


90 YEARS AGO 
August, 1851 


The Bankers Magazine 


A Letter to the Editor 


I remember that when I once had the 
pleasure of a personal interview with 
you, you made the remark, that “there 
was very little literary taste among the 
bankers, and they seldom put their pens 
to paper except to write a bank letter.” 
I have thought over this subject a good 
deal, and the idea has suggested itself 
to me of offering a prize of $100 for the 
best article on some subject connected 
with banking. I will give $10 towards 
making up such a prize, and I should 
think that there could be found cashiers 
in Boston enough who would subscribe 
to fill up the amount. The subject that 


I should like to see treated is this,— 
“Hints to Young Cashiers.” Others 
might wish something different. All 
subscribing could be consulted, and the 
subject fixed upon which seemed to the 
majority the best. Please take the 
matter into consideration, and let me 
hear from you about it. I am anxious 
that bankers should wake up. I want to 
see them use the talents that they have 
in the right manner. Our business is 
not so dry that no juice can be expressed 
from it. It is not so dry that it must 
necessarily shrivel all engaged in it. I, 
for one, am not willing to admit that 
the words cashier and machine are 
synonymous. Not I! 


59 YEARS AGO 


The Bankers Magazine 


Bank Profits 


We cannot help thinking that eastern 
investments in western banks in many 
cases would have been far more pro- 
ductive than investments which have 
been made in the East. Many persons 
have hesitated to send their money far 
away to be employed by persons who 
perhaps are not well known to them, 
and the preservation and increase of 
which depends almost wholly on their 
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honesty and sagacity. Investments in 
land or mortgages, or in railroad stocks 
or bonds, is regarded as less risky, be- 
cause there is something besides per- 
sonal security; while in a bank invest- 
ment the investor must rely almost 
wholly on the character and ability of 
the bank officers for the return of his 
money with increase. Yet a study of 
bank profits will clearly show that, as a 
whole, our western and southern banks 
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have been far more profitable during 
the last ten years than the eastern ones. 
A qualification, though, must accom- 
pany this statement. Those who have 
been fortunate enough to buy stocks in 
some of the banks in our great cities 
years ago at their par value, or at a low 
figure, have obtained, in many cases, 
splendid returns, as the increase in their 
value, based on their profits, has been 
very large; but if one has bought his 


stocks in late years he has usually paid 
such a high price for them that his net 
profits have rarely exceeded four or five 
per cent. On the other hand, invest- 
ments have been made in banks in the 
South and West, which, in a great num- 
ber of cases, have netted more than 
twice that amount. The reasons for 
their prosperity are readily understood 
by those who have studied, even in a 
superficial way, their surrounding con- 
ditions. 


25 YEARS AGO 


The Bankers Magazine 


Driving Business Away 


This story comes from a bank man 
whose credibility is undoubted, other- 
wise it could hardly be accepted as 
true: 


“A woman having an account with 
one of the largest savings banks in New 
York for years, and never having drawn 
anything, purchased a piece of property 
and asked for $500 of her $900. The 
teller said, ‘Why don’t you take it. all?’ 
And she did.” 


This is important as illustrating the 
mental attitude of certain savings banks 
toward depositors—the “don’t-care-for- 
your-business” kind of a bank. They 
are more numerous than might be im- 
agined, particularly among Eastern 
mutual savings banks. Many of these 
banks seem to have about all the busi- 
ness they care for, and are indifferent 
about increasing their deposits. This 
is illustrated by the scant attention they 
give to any effective sort of advertising. 

But even if these banks have all the 
business they want and if they look 
upon any large addition to their de- 
posits as something calculated to dis- 
turb the leisurely course of operations, 
it would nevertheless seem that as crea- 
tures of the state they have a duty to 
perform to the people, and this ought 
to serve as a spur to greater activity 
than they generally display. 

There are a good many sections of 
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the country where an entirely different 
disposition prevails among the savings 
banks—and among other banks, too, 
for that matter—and where active 
efforts to increase deposits are being 
made all the time. 


The indifference displayed by the 
mutual savings banks in regard to new 
business probably explains the compara- 
tively limited development of these in- 
stitutions. Does it also indicate that 
they may have reached the maximum of 
their usefulness and are henceforth to 
decline in importance? 


© 


One of the definite reasons for the in- 
creased loans of all banks is the wide- 


spread interest in consumer credit 
financing. Eighty-six per cent of the 
wage earners of this country make less 
than $2,000 per year, yet they are 
keenly interested in the purchase of 
necessities and luxuries which most of 
them now own only because it has been 
possible for them to make their pur- 
chases on the installment plan. There 
is not a department in a bank that 
serves to create more good will than the 
consumer credit department; besides, it 
is surprising how many additional cus- 
tomers it brings to a bank daily.— 
Frank P. Powers, President, Kanabec 
State Bank, Mora, Minnesota, in a re- 
cent address. 
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AR on a colossal scale between 

Germany and Russia has absorbed 

public attention in recent weeks, 
while the “Chinese incident” enters un- 
decisively into its fifth year. Less seri- 
ous, and probably susceptible to early 
adjustment, has been a minor outbreak 
of hostilities between Ecuador and Peru 
over a boundary dispute of long stand- 
ing. The air war between Great Britain 
and Germany continues, with the pres- 
sure on Germany growing in intensity. 
The United States, by moving its naval 
and military forces into Iceland, comes 
into the zone of actual war, if not near 
to war itself. 


PROFITS AND SERVICE IN BRITAIN 


BEcAUsE it relates to a subject fre- 
quently discussed of late in the United 
States, the following from The Econo- 
mist of London will be found of interest 
in both countries: 


Mr. Hore Belisha seems to have acquired 
the strong displeasure of Mr. Churchill for 
his gloomy utterances in the country and 
his sustained criticism of the Government 
on all possible occasions. This may be re- 
garded as a personal matter; but when 
Mr. Hore-Belisha, speaking as a Liberal 
leader to Liberals, redefines his creed as 
completely as he is reported to have done 
in a recent speech in Scotland, it is reason- 
able to ask where the ex-Secretary of State 
for War is going. The profit motive (he 
is stated to have said) must be done away 
.with, and be replaced by the motive of 
service. This may, of course, be no more 
than the formula which springs automatic- 


Financial 
Situation 


Abroad.. 


A Monthly Survey 


ally to the lips of good people who want 
to solve economic problems by bringing 
about a change of heart among business 
men, a formula which is: also common and 
profitable currency among the members of 
Rotary. It may represent the fact that 
Mr. Hore-Belisha, in the role of reformer, 
has the very best of intentions; it probably 
does. It may merely be a loose and in- 
accurate way of saying that every individual 
must work for the State in times of na- 
tional emergency. But the speaker was a 
politician of a particular designation talk- 
ing to other politicians of the same kind; 
and it is pertinent to point out, first, that 
no brand of Liberalism yet known has re- 
jected the profit motive or, more generally, 
the capitalist system; and, secondly, that 
if the National Liberals, excluding presum- 
ably Lord Simon, from whom hitherto they 
have derived their label, are to take this 
plunge, they are dooming themselves to even 
greater political frustration than they have 
enjoyed in recent years. Profits and service 
are not mutually exclusive; indeed, the one 
is, or should .be in the society that Mr. 
Hore-Belisha presumably wants to see, the 
reward of the other. The fact is that it is 
as nonsensical to speak of abolishing profits 
as it would be to talk about abolishing 
wages or any other payment for services 
rendered or goods received. It is possible 
to claim, at any point of time, that the 
reward of capital or of managerial services 
is too high in relation to other rewards. It 
is certainly possible to say that, in any 
well-organized post-war community, profits 
must be associated with plentiful produc- 
tion, and not, as in recent decades, with 
economic restrictionism. For it is precisely 
because of this relationship between profits 
and plenty in the past that the power to 
produce climbed quickly, and with it, though 
not equally, the standard of living of all 
classes. The decis.on as to whether this or 
that activity shall be carried on, or this or 
that article or service be produced, must 
be made according to some criterion of 
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profitability—even under conditions of com- 
plete State control. For a Liberal to ad- 
vocate the entire abolition of the arbitral 
functions of free markets is to cease to be 
a Liberal; and it is uncertain, on the exist- 
ing evidence, whether it is Heaven or To- 
talitarianism that Mr. Hore-Belisha would 
put in the place of these ancient and 
dynamic liberties. 


a 


ARGENTINA’S WAR, PROBLEMS 


In the annual report of the Central 
Bank of the Republic for 1940, some 
of Argentina’s war problems are thus 


stated: 


When war broke out in Europe the deficit 
shown up to then in our international ac- 
counts was arrested. But, at the same time 
a new and serious problem appeared with 
the extension of the system of bilateral 
clearing agreements. Thenceforward it be- 
came necessary to consider our foreign 
trade as divided into two separate sections: 
that in free currencies and that subject to 
clearing agreements. 

The important trade which we had car- 
ried on with France, Holland, Belgium, 
Italy and other European nations ceased 
entirely as from the middle of 1940. And 
while our former exports to those countries 
remained almost without a market, the de- 
mand for the goods which we previously 
purchased from them was at once directed 
towards the United States. 

As a consequence of these changes in the 
currents of trade, a substantial deficit has 
developed in the balance of payments with 
the free currency area. The clearing ac- 
counts, on the other hand, show a surplus. 

* * * * 


Argentina is, fortunately for her, in a 
position to produce many articles which 
the United States and other countries for- 
merly purchased in European markets 
which are now closed and which we can and 
must replace. 


—_— 


AUSTRALIAN WAR FINANCING 


WHEN introducing the current budget, 
Arthur W. Fadden, the Commonwealth 
Treasurer, estimated that war taxation 
would absorb about 20 per cent of the 
national income, which increased from 
$3,940,000,000 in 1938-39 to $4,115,- 
000,000 in 1939-40, and was expected to 
reach between $4,500,000,000 and 
$5,000,000,000 in the current financial 
year, which ends on June 30. 

This year’s expenditure within Aus- 
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Main facade of the new building of 
the Province of Buenos Aires in 
Buenos Aires. 


tralia, translated into terms of United 
States population, would represent a 
bill of about $20,000,000,000. From an 
income of between $4,500,000,000 and 
$5,000,000,000 Australian taxation will 
take $970,000,000—$630,000,000 for 
Commonwealth Government _ taxes, 
$275,000,000 for state taxes, and $65,- 
000,000 for local government. Loans 
will draw on the fund and on savings 
for another $400,000,000, of which 
about $100,000,000 was earmarked for 
expenditure by the states, and for spe- 
cial purposes. 

Summarized, the estimated war ex- 
penditure within Australia of $715,000,- 
000 is being met by loans ($270,- 
000,000) cash balances in hand $(120,- 
000,000), taxes at rates previously in 


force ($160,000,000) and additional 
taxation ($155,000,000) . 
Various controls. and_ restrictions 


operate to reduce consumption and to 
encourage savings, thus increasing the 
margin of national income available for 
government borrowing. During the 
seven months ended January 31, addi- 
tions to savings banks accounts and the 
net amount invested in War Savings 
Certificates increased by $30,000,0000 
in New South Wales alone. 











































































































































































ADJUSTMENT OF THE FOREIGN 
DEBT OF COLOMBIA 


(Translated from Revista del Banco de 
la Republica, Bogota.) 


THERE was signed on May 10th in this 
city the agreements relative to the 
adjustment of the service of the national 
external loans of 1927 and 1928. 


In the development of such negotia- 
tions, the country has been afforded 
singularly valuable and efficient co- 
Operation from the Secretary of the 
Treasury of the United States, the Di- 
rector of the Reconstruction Finance 
Corporation, and equally of the great 
North American credit institutions, 
among which figures in the first step 
the National City Bank of New York, 
which offered to the Colombian Govern- 
ment its assistance in order to bring the 
external debt to a happy adjustment. 

The essential bases of the contracts 
which have been reached are as follows: 

The Republic will make an issue of 
bonds for the sum of $50,000,000, at 3 
per cent annual interest, amortizable 
over a period of thirty years, the bonds 
to bear date of October 1, 1940. 

This issue will be offered in exchange 
for the loans of 1927 and 1928 found 
in circulation and 50 per cent of the 
interest coupons payable thus: 


Balance of bonds outstanding, 
mewof 300T U. 'S:. .... . 000: $18,273,500 

Fifty per cent of the value of 

the coupons of the loan of 

1927, payable July 1, 1935 to 


oe Sah Sa earn 2,467,000 
Balance of bonds outstanding, 
DOME“ DE ROMO. cock esa sctn cess 25,443,000 


Fifty per cent of the value of 
the coupons of the loan of 
1928, payable April 1, 1935 to 


pepe “hy BONS... 5 cee e ces 3,816,500 








$50,000,000 


During the first years the sum of 
$150,000 (U. S.) will be set aside semi- 
annually to buy the bonds in the open 
market for amortization. At the be- 
ginning of the sixth year this sum will 
be raised to $250,000. 

The Secretary of State of the United 
States, informed of the proposal of the 
Colombian Government, for the adjust- 
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ment of the service of the loans of 1927 
and 1928, has recognized in an official 
document the equity of the arrangement, 
a circumstance which permits the hope 
of its acceptance by those interested, 
and on the other hand by the Council 
for the Protection of Foreign Bond- 
holders. 


—_ 


BRAZIL’S INTER-AMERICAN TRADE 


WHILE in the United States of North 
America abundant interest is shown re- 
garding the trade of this country with 
the various countries of Central and 
South America, but little attention is 
given to the trade between these coun- 
tries themselves. That this is of great 
interest may be seen from the follow- 
ing report of trade between Brazil and 
other Latin-American countries, the in- 
formation being gained from Brazil 
Trade Journal, Rio de Janeiro. 


In recent years the Brazilian trade with 
the other South American Republics has 
been showing animated development and 
has resulted in mutual interest which has 
taken the form of visits of economic mis- 
sions, the opening of trade conferences and 
the signing of commercial accords to facili- 
tate commodity interchange. 


EXPORTS OF BRAZIL 
In Contos-De-Reis 





1940 1941 

Country 12mos. 2mos. 2mos. 
Argentina ....... 358,155 41,937 59,930 
Uruguay ......... 72,854 11,472 12,450 
Ce. vekicealeer 2 34,109 3,561 6,824 
Colombia ........ 12,244, 824 4,315 
Venezuela ....... 8,959 668 3,591 
Sg, Sere ee ata 7,318 221 737 
NO oso ont e.6is 11,681 1,080 677 
Ecuador ........ 1,669 23 547 
Paraguay ....... 3,642 396 212 
IE feces whe 1,551 18 747 





412,185 60,200 
4,966,518 885,830 858,593 


Total So. America 


89,630 
World 


The exports to South American markets 
increased 49 per cent while that for the 
world declined 3 per cent in the two month 
period of 1941 as compared to that of 1940. 
These outlets thus represented 10.4 per cent 
of the total in the January-February period 
of 1941 as compared to the 6.8 per cent of 
last year. It may be noted in passing that 
strong improvements were also made in the 
United States and Japanese markets. 
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SERVING CITY AND COUNTRY ALIKE 


BANK OF MONTREAL 


Established 1817 
500 BRANCHES IN CANADA 
Head Office: Montreal 


New York Agency: 64 Wall St. 


Chicago Office: 27 South La Salle St. 


San Francisco Office: 333 California St. 


Current Conditions in Canada 


HE upward march of industry con- 

tinues, with war contracts mounting 

day by day, and war production re- 
flected in a marked acceleration of ex- 
ports, reports the Bank of Montreal in 
its Business Summary for July 23. The 
summary continues: 

“Contracts awarded and commitments 
made by the Department of Munitions 
and Supply on Canadian and British 
Government account are now close to 
the two billion dollar mark. To June 
30, contracts placed on Canadian 
account including commitments for new 
plants and plant extensions totalled 
$1,095,844,203 and on British account 
$814,970,000, while contracts for land 
purchase and construction in connection 
with the Commonwealth Air Training 
Scheme totalled nearly $20,000,000. 

“The value of Canada’s external trade 


in May, gold excluded, was $290,758,- 
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000, a gain of 29.4 per cent over the 
previous month. Imports were $128,- 
096,000, as compared with $100,537,- 
000 in May, 1940, while exports were 
$162,662,000, as compared with $110,- 
764,000 a year ago, the favorable trade 
balance showing a marked advance at 
$34,566,000. The high export figure of 
May was not maintained in June, but, 
at $146,851,000, it was nearly one-third 
higher than in June, 1940, and for the 
first six months of 1941, domestic ex- 
ports, at $712,348,000, showed a gain of 
roughly 30 per cent over those of the 
similar period of last year. Wheat is 
back in its old position as the Domin- 
ion’s leading export commodity, accord- 
ing to figures for the first six months of 
the year, newsprint having held this 
position in the first half of 1940. 
“During June, crops in almost every 
section of Canada experienced a deter- 
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ioration through lack of rainfall and 
abnormally hot weather. It was particu- 
larly marked in Ontario, where pastures 
and forage crops were reduced to the 
poorest condition at midsummer for 
many years. Some damage from lack 
of rain was also incurred in Quebec 
and New Brunswick; the other two 
Maritime Provinces fared better in 
regard to rainfall. Prospects for the 
apple crop are about average in the 
Maritime Provinces, below average in 
Ontario, and lower than for any year 
since 1931 in British Columbia. In 
many sections, the small fruit crops and 
the vegetable crops have suffered from 
lack of moisture. In the prairie region 
Manitoba has been vouchsafed abund- 
ant rains and, as a result, has the pros- 
pect of excellent grain crops, but lack 
of rain during June was responsible for 
a serious decline in crop prospects in 
central and southern Saskatchewan and, 
in a lesser degree, in large areas of 
Alberta. Since the beginning of July 
timely rains have brought a measure of 
relief to many districts but more mois- 
ture is urgently needed to ensure a fair 
crop. The Minister of Agriculture in a 
recent statement placed the reduction of 
the wheat acreage of the Prairie Prov- 
inces as compared with 1940 at 37 per 
cent, a much larger figure than earlier 
estimates. 

“While in certain lines of manufactur- 
ing activity, such as the women’s cloth- 
ing industry, the normal summer reces- 
sions have been visible, the great major- 
ity of factories are maintaining a higher 
scale of operations than in any recent 
summer. The output of automobile 
plants in June was 25,753 units, as com- 
pared with 17,929 in June, 1940, an 
advance of 60 per cent, the result of 
war orders. Cotton mills are operating 
at about the same scale as a year ago. 
Packing plants are busier than at this 
time last year, and there has been a 
notable advance in the production of 
flour for export. In the construction 
trades an abnormally large contract, 
valued at about $50,000,000, placed in 
the Province of Quebec, brought the 
value of new contracts placed in June 
to the all-time high monthly record of 






$85,747,500 as compared with $40,- 
875,600 in May and $39,097,000 in 
June, 1940. The mining industry con- 
tinues to profit from the steady demand 
for base metals for the manufacture of 
munitions.” 


The Canadian Bank of Commerce 


In their Monthly Commercial Letter, 
The Canadian Bank of Commerce, To- 
ronto, reports that their index of indus- 
trial activity recorded a rise from 155 
at mid-May to 159 at mid-June (1937=— 
100) or slightly more than half the rise 
between April and May. The letter 


continues: 


“The percentage. of factory capacity 
utilized rose from 110 to 113. Every 
industrial group showed increased out- 
put with the exception of the clothing 
and automotive trades. Among food- 
stuffs, flour and cereals rose consider- 
ably, with a smaller rise in packing 
house products. In the clothing group, 
the sharp seasonal decline in women’s 
factory clothing more than offset slight 
gains in men’s clothing and furnishings, 
knitted goods, silks, rayons, woolens 
and leather footwear. Every major 
branch of the pulp and paper group 
recorded a rise, as did also furniture 
and planing mill products. 


“In the automotive section tires reg-’ 


istered a rise but automobiles, supplies 
and accessories a decline, lowering the 
index for the group as a whole. The 
iron and steel group recorded gains in 
all branches, especially primary prod- 
ucts, structural steel, shipbuilding and 
machinery, representing for the most 
part war material. Increased metallurgi- 
cal activity is shown in the nonferrous 
metal group. 

“Our wage payroll index for May was 
8 per cent above that for April and 42 
per cent above May, 1940; manufactur- 
ing payrolls were 50 per cent and trade 
payrolls were 24 per cent above those 
of a year ago. As compared with the 
previous month there were increases in 
manufacturing, logging, mining, con- 
struction and transportation, and a 
slight decrease in total trade payrolls 
owing to a decline in the retail section. 
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“Wholesale prices continued the un- 
broken upward movement in evidence 
since January. While increases were 
not confined to foodstuffs, vegetable and 
animal products accounted for the 
major part of the advance. Cash wheat 
rose slightly in a series of fractional 
advances, and the feed grains gained 
toward the close of the month in sym- 
pathy with another mark-up in bacon 
prices. New season potatoes came on 
the market at prices substantially higher 
than a year ago. The volume of live 
stock marketings continued to be fairly 
heavy. Cattle prices were strong until 
the last part of the month, when the 
generally high temperatures resulted in 
some decline in beef consumption. A 
further advance in the price of bacon 
for export account was followed by 
higher prices for hogs. All classes of 
meat products sold at higher levels. 
Butter, cheese and eggs advanced, and 
the price of the new pack of canned 
salmon was raised tentatively. Anthra- 
cite coal and coke were slightly higher, 
as was petroleum on the primary 
market. Restricted imports of goods 
from the Southern Hemisphere and. from 


the Far East have had a strengthening 
effect on the market for most commodi- 
ties in this category. 


“Our index of wholesale prices rose 
from 82.19 in mid-May to 85.18 in mid- 
June. In the May issue of the Letter 
we expressed the opinion that, in view 
of the already close and_ steadily 
strengthening trade and political rela- 
tions of Canada and the United States, 
the course of events in the last-men- 
tioned country seemed likely to have 
repercussions on the level of prices in 
Canada. It is, therefore, of interest to 
note the rise in the price level of farm 
products in the United States and the 
similar, though less marked, trend in 
Canada. During the four weeks ending 
June 14, farm prices in the United 
States rose over 6 per cent, while those 
in Canada advanced nearly 2 per cent, 
despite the exercise of a considerable 
measure of control over certain com- 
modities, such as dairy products. To 
cite only one instance, an advance in 
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live stock prices in the United States 
brings almost immediate response in 
this country, and in view of the in- 
creased importance of the live stock 
branch of our agricultural industry, 
developments along this line are of par- 
ticular interest.” 


Canada’s Aid to Britain 


The recent transfer of $294.3 millions 
of sterling from the Bank of Canada to 
the Foreign Exchange Control Board 
was not specifically earmarked for 
repatriation of British-held Canadian 
securities. But if it is used for this pur- 
pose, the amounts in hand would come 
close to redeeming the balance of Do- 
minion direct guaranteed obligations 
held in Britain, according to an esti- 
mate by The Financial Post of Toronto. 


The $294 millions shift was part of a 
$325 millions advance from the Do- 
minion to the Foreign Exchange Con- 
trol Board. To it must be added the 
amounts of sterling already held by the 
Board, and the possible extension of the 
advance to $400 millions under the pres- 
ent authorization. 


The amount of Dominion obligations 
now held in Britain is not stated, but at 
the end of 1937 British holders were 
estimated to possess $317.1 millions of 
Dominion direct debts, another probable 
$500 millions of Dominion guaranteeds. 
Allowing for the $340 millions odd of 
Dominion debts repatriated in 1940 
operations, that would leave $477 mil- 
lions still to go. The amounts to be 
in the hands of the Foreign Exchange 
Board would be sufficient to absorb over 
60 per cent of this balance. 

Whatever is done with the sterling 
accumulation, the rate at which these 
funds have been piling up in the Bank 
of Canada in the past few months is 
evidence of the increasing flow of mate- 
rials to Britain. Sterling and U. S. 
exchange holdings of the bank rose $20 
millions in March; $64.5 millions in 
April; $82.3 millions in May and in 
the first 25 days of June the bank’s 
holdings increased $78.6 millions. In 
other words, the aid furnished to Britain 
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by Canadians, in addition to their own 
war expenses, was running at over $3 
millions daily about the end of June. 


IGHTENED State controls are 

iniminent as Canada enters a new 

phase of wartime economy, and 
prepares to hold the line against a con- 
tinent-wide inflationary upswing. 

These policies will move along three 
particular channels: 

1. Greatly increased production con- 
trols, extending into fresh fields. 

2. Codrdination of present controls 
as between war production, consumer 
goods, labor, agricultural products, 
finance, etc. 

3. Mandatory wage control over all 
war contracts, plus provincial codpera- 
tion in non-war industries. 

The most important recent move has 
been in the field of labor and wage 
policy. Canada’s wartime wage policy 
is being officially publicized by advertis- 
ing and by distribution of 25,000 post- 
ers, aimed to “sell” the employe. 

There will be a short “waiting” 
period to see how effective this pub- 
licity and the new amendments will be 
in stabilizing wage rates around a 1926- 
1940 wage “ceiling” plus a cost-of-living 
wage bonus. The next move will be to 
make this policy completely mandatory 
for all war contracts. 

Simultaneous with this effort to 
stabilize wages in war industry, each 
provincial government is being asked 
officially to codperate in extension of 
the program to non-war workers. Letters 
to this effect will be sent shortly to each 
of the nine regional governments. 


Race Against Time 


Those who are trying to make the 
plan “stick” in Canada feel it is a race 
against time. The plan may be “sold” 
effectively to employers and employes 
in the next few weeks and kelp the Gov- 
ernment to put the lid on further in- 
creases in basic wage rates. If not, the 
rising tide of wage increases in the 
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New Inflation Curbs in Canada 


The Financial Post, Toronto, Canada 


On a per capita basis, Canadians are 
contributing about $2 weekly per per- 
son for British supplies. 


United States may overlap into Canada 
and sweep this country into the infla- 
tionary whirlpool. 

Last year, wage earners in Canada 
received 65 per cent of the national 
income. The preliminary estimate for 
1940 wages and salaries is $2,875 mil- 
lions, an increase of $368 millions or 
about 15 per cent over 1939. Increas- 
ing wage payments and virtually “full” 
employment in 1941 point to the need 
of more drastic controls in the field of 
production and prices as well as wages. 

This need is accentuated by reference 
to recent alarming trends in wholesale 
and commodity prices. 

In Canada there has been a steady 
rise of 444 per cent in the official whole- 
sale price index over the past eight 
weeks. The index is now 25 per cent 
higher than at the beginning of the war. 

Faced with this new strength in the 
factors which make for inflation, the 
Government realizes that existing con- 
trols and control policies are inadequate 
to cope with the situation. 

In future there will be increasing 
emphasis on control rather than on 
financial and tax policy. An intensive 
drive will start soon to boost War Sav- 
ings Certificates sales and siphon off 
increased purchasing power before it 
can exert an inflationary influence. 

© 
LAWYERS, WAKE UP! 


In the Western Hemisphere a new 
and brilliant international light of law 
is beginning to burn. It is the Inter- 
American Bar Association, dedicated to 
the promotion of a uniform code of 
law for the American Republics that 
trade, peace, and prosperity all may be 
advanced. . . . As they remove legal 
barriers, the freer will be the flow of 
trade and travel—Dean Emeritus John 
H. Wigmore, in the current issue of the 
Rotarian magazine. 





BOOKS for 
BANKERS 


Brief Reviews 


Money AnD Banxinc. By W. H. 
Steiner and E. Shapiro. New York: 
Henry Holt and Company. 1941. 
Pp. 790. $3.60. 


Tus is the first revision of Professor 
Steiner’s well known text, so favorably 
received some years ago. The present 
edition takes cognizance of the many 
new financial doctrines that have lately 
been advanced, as well as recent mon- 
etary developments. 

The volume is an encyclopedia of 
finance and, like the first edition, is a 
comprehensive work of unusual merit. 
Discussion is separated into five main 
divisions. Part one is devoted to 
money and credit, while the second and 
third sections take up commercial and 
non-commercial banking, respectively. 
A thorough exposition of the banking 
system and a well rounded study of the 
various aspects of credit control and 
prices are presented in the final divi- 
sions. 

The authors emphasize, throughout 
the text, the why and wherefore of 
financial institutions rather than indulg- 
ing in the usual survey of the modus 
operandi of money and banking mecha- 
nisms. 

A broad perspective of the entire 
financial system is afforded the student 
and there is realistic treatment of cur- 
rent financial problems. Of consider- 
able assistance to the student are ade- 
quate working bibliographies, both in 
footnotes and at the close of each 
chapter. 

Here we have an invaluable refer- 
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ence volume which should be on the 
shelf of every banker. 


PROFITABLE PusLicity: How To Do It, 
How To Get It. By Henry F. Woods, 
Jr. New York: Dorset House. 1941. 
Pp. XIII-208. $2.50. 


A Rea working handbook on _ pub- 
licity, this book concretely outlines 
tested methods of utilizing publicity to 
bring business, products, ideas, or indi- 
viduals to the attention of the public. 
Actual case examples illustrate the 
methods described, and add to the 
reader interest of the book. 

Chapters are devoted to: What is 
publicity; how publicity secures atten- 
tion; developing a publicity sense; how 
publicity ideas are born; setting up 
publicity sources; publicity on timely 
developments; publicity must be adroit; 
pattern of the publicity story; how to 
prepare a publicity release; distribut- 
ing the publicity; publicity through pic- 
tures; how to use mats in publicity; 
checking for publicity results; a typical 
publicity distribution schedule; getting 
personal publicity. A handy list of 
syndicates and trade periodicals is ap- 
pended. 

The author, now publicity director 
of McCann-Erickson, Inc., one of Amer- 
ica’s foremost advertising agencies, has 
had fifteen years’ experience handling 
publicity and promotion for national 
organizations, including Standard Oil 
of New Jersey, General Foods, National 
Biscuit Co., The Dictaphone Co., Lehn 
& Fink, Fisk Tires, Willys-Overland, 
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Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 







BERLITZ ixtesics 

LANGUAGES 
OE sisi accescidctocesd 630 Fifth Ave. 

International Bldg., oo Center 
SN EME SEE Court Street 
BALTIMORE................ er Life Building 
CHICABD:.......<<0.case0 30 North Michigan Avenue 
EN ONES See Leader Building 
Derroir ......... -David Whitney Building 
PHILADELPHIA ..226 S. 15th Street 
WECTORURGH o.nccscscesceccocesnscens Grant Building 


WASHINGTON Connecticut Avenue 





Seiberling Rubber Co., Toledo Scales, 
Ford Motor Co., and many others. 


GumeE TO RAILROAD REORGANIZATION 
Securities. By Patrick B. McGinnis. 
New York: Pflugfelder, Bampton & 
Rust. 1941. Pp. 200. $5. 

Tuis third edition of the ‘Guide” sup- 

plements and brings up to date data 

previously assembled. Statistical infor- 
mation relating to railroads which are 
presently under, or have lately emerged 
from the protection of the courts, is 
presented in concise, intelligent fashion. 

In those instances where final ICC 
plans have not been approved, the prin- 
cipal features of the various plans of 
reorganization presented are outlined. 

In those proceedings where final plans 

have been approved, summaries of the 

findings of the Commission are set 
forth; these include complete details re- 
garding capital fund and sinking fund 

-clauses as well as provisions affecting 

the new stock and bond issues. Par- 

ticulars concerning the capitalizations 


of the reorganized companies and com- 
plete details regarding the treatment of 
obligations of the old companies are 
found without difficulty. Chronological 
records of the reorganization proceed- 
ings are of interest, as are maps of the 
carriers reviewed. 

Rail analysts who desire a handy di- 
gest can find nothing better in the field 
under one cover. 


Economic GeocraPHy. By Clarence 
Fielden Jones, in collaboration with 
Gordon Gerald Darkenwald. New 
York: The Macmillan Company. 
1941. Pp. 629. 


WHILE this book was prepared primar- 
ily for use as a textbook in courses in 
economic geography, it should also be 
of value to bankers and students of 
banking. 

The material is organized by types of 
activities or industries such as: hunt- 
ing, fishing, gathering of forest prod- 
ucts and lumbering, grazing, farming, 
mining, manufacturing, transportation 
and trade. 

The book is liberally illustrated with 


pictures, maps and charts. 


Our Latin-AMERICAN NEICHBORS. By 
Philip Leonard Green. New York: 
Hastings House. 1941. Pp. 182. $2. 


In this interesting book the author ex- 
pertly analyzes the forces that have 
shaped Latin-American life, attitudes 
and personality. Racial backgrounds in 
America, Asia, Europe and Africa; geo- 
graphic, economic and political influ- 
ences, are all woven logically and un- 
derstandingly into a clear-cut design. 
Important contributions of Latin Amer- 
ica in literature, art, music, social legis- 
lation, science and other fields of hu- 
man endeavor are described. 

Mr. Green was a founder of the first 
Spanish student magazine in the United 
States, and later specialized in Latin- 
American studies at Columbia Univer- 
sity and served as United States dele- 
gate and international president of the 
Pan-American Student League. He was 
research director of the radio division 
of the United States Office of Education 
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when that office sponsored a series of 
radio broadcasts on Latin America in 
pursuance of the Buenos Aires Conven- 
tion of 1936. At present he is serving 
as Latin-American specialist in the Of- 
fice of Foreign Agricultural Relations, 
U. S. Department of Agriculture, and 
lecturing on Latin-American civilization 
and inter-American relations. 


MopeERN BANKING IN INpiA. By S. K. 
Muranjan. Bombay, India (188-90 
Hornby Road). Pp. 422. 1940. 
Rs. 7/8. 


TuIs book is a fully documented and 
authoritative work on banking and 
banking conditions in India from earli- 
est times to the present day. The au- 
thor makes a detailed, analytical and 
critical study of India’s credit condi- 
tions and currency problems in all their 
bearings. The Imperial Bank and the 
Reserve Bank have each a chapter de- 
voted to them. The relation between the 
two and that of the latter to the leading 
Indian Joint-Stock banks are brought 
out to the full. In analyzing the causes 
and results of bank failures under ap- 


propriate headings the author pays due 
attention to the role of a central bank, 


its duties and responsibilities. Then 
follows as a necessary corollary a chap- 
ter on banking reforms and banking 
legislation. In the concluding chapter 
is a survey of the long term capital mar- 
ket. The book is illustrated with maps, 
graphs and tables. 


Tue Stock MarKket. By Charles A. 
Dice and Wilford J. Eiteman. New 
York: McGraw-Hill Book Company, 
Inc. 1941. Pp. 486. $4. 


THE second edition of this well known 
work offers the financial community and 
the investing public a thorough and 
easily understandable factual descrip- 
tion of the organization and operation 
of the security markets. An intelligent 
presentation enables the ordinary reader 
to easily ascertain and appreciate the 
essential functions of organized ex- 
changes. 

The authors are extraordinarily adept 
in outlining, in non-technical language, 


the technique of operation of all ele- 
ments entering into security operations. 
Considerable discussion is devoted to 
price manipulation, business indices, 
money market conditions, security rat- 
ings and security analysis. The volume 
also covers a multitude of other points, 
all of which are invaluable in acquaint- 
ing the reader with “Street” parlance 
and methods. 

Of particular interest to many mar- 
ket observers is a review of the princi- 
ples used by many investment and busi- 
ness services to forecast major stock 
trends. An exposition of the Dow the- 
ory is also sure to attract the attention 
of students of market movements. 

Anyone who does any investing will 
find this volume well worth having for 
reference purposes. It discusses, with 
clarity and conciseness, the obscurities 
confronting those who are unfamiliar 
with finance. 


Tue Coast oF Maine. A photographic 
panorama by Samuel Chamberlain. 
New York: Hastings House. 1941. 
$2. 


Tuts is a collection of brilliant photo- 
graphs of the Maine coast from Kittery 
to Quoddy Light. The pictorial path 
of interest leads through sedate towns 
and open farm country, along sandy 
beaches and harbors and rocky inlets. 
Old schooners, lighthouses, fishing 
shacks, boatyards and smokehouses 
lend salty atmosphere to the scene at 
the water’s edge. If you can’t get to 
Maine this summer, a perusal of this 
book is the next best thing. 


Goop NetcHspors: ARGENTINA, BRAZIL, 
CHILE AND SEVENTEEN OTHER Coun- 
TRIES. By Hubert Herring. New 
Haven: Yale University Press. 1941. 
$3. 


AMERICANS are asking: Exactly what 
will happen in South America whether 
Hitler wins or loses? Which way are 
Brazil, Argentina and Chile headed in 
the present world dispute? Are they 
democracies? Are they fascist? Or 
what? 

Hubert Herring writes this book not 
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as one who has just discovered Latin 
America but as one who for almost 
twenty years has journeyed constantly 
in its various nations. He-has known 
the leaders and common men in all 
twenty nations. For fifteen years he has 
been the director of the Committee on 
Cultural Relations with Latin America, 
and has contributed many articles on 
Latin America to leading periodicals 
and newspapers. 

The book is divided into five sections: 
Argentina, Brazil, Chile, . Seventeen 
Other Countries and “—and the United 
States.” 


THE Security AFFILIATES OF NATIONAL 
Banks: By W. Nelson Peach. Balti- 
more: The Johns Hopkins Press. 
1941. Pp. 187. $1.50. 

THIs monograph, one of the series of 
the Johns Hopkins University studies in 
historical and political science, repre- 
sents a research of considerable labor 
and excellent results. The author ex- 
amines the factors contributing to the 
entrance of national banks into the in- 
vestment securities business and then 
goes on to examine the legal aspects of 
the subject. After tracing the growth 
and operations of security affiliates, 
there is a discussion of the abuses and 
defects which arose from operation of 
the affiliate system, as well as a review 
of regulation and final abolition of 
these institutional appendages. 

Mr. Peach points out that Congress, 
by abolishing affiliates in 1933, removed 
at least one source of danger to the 
quality of bank assets and that if Con- 
gress erred on the side of conservatism, 
it was only yielding to the pressure of 
outraged public opinion. 

The work is amply annotated and 
should not be overlooked by students 
of banking and finance. 


AMERICAN INDUSTRY IN THE War. By 
Bernard M. Baruch. New York: 
Prentice-Hall, Inc. 1941- Pp. XII- 
498. $5. 

Tuts timely book -brings together in 

. convenient form a compilation of the 

writings of Bernard M. Baruch, director 


of the War Industries Board of the First 






World War, on industrial mobilization 
for war—a subject to which Mr. Baruch 
has devoted many years of study. In 
addition to his most important current 
writings on the subject, the book gives 
the complete text of the famous report 
of the War Industries Board, brought 
up to date with editorial footnotes where 
there have been new -developments af- 
fecting the plans of our present national 
defense program. Despite the fact that 
this report of the War Industries Board 
was first issued in 1921, the industrial 
mobilization program it outlines still 
remains the best guidepost available to 
what can be done effectively during the 
present national emergency. 

The book also contains copies of 
many of the Priorities Circulars issued 
by the War Industries Board, preference 
lists, minutes of the Industrial Adjust- 
ments Committee, reports of the Labor 
Conference, various fixed-price sched- 
ules issued by the Board, and many 
other reports of special interest at this 
time. 

Among other problems, the following 
are discussed: Resources, conservation, 
labor, price-fixing, standardization of 
production, priorities, and Government 
subsidies. Also shown are just what 
commodities will be affected by the in- 
dustrial mobilization program. With 
the guidance of this book, executives of 
industries affected by the national de- 
fense program can anticipate probable 
industrial and governmental trends; can 
foresee the probable effect of orders 
issued by the Office of Production Man- 
agement; and can decide upon the most 
efficient and most advantageous course 
of procedure during the present emer- 
gency. 


FiscaL Poticy AND Business CYCLES. 
By Alvin H. Hansen. New York: 
W. W: Norton & Co., Inc. 1941. Pp. 
462. $3.75. 


Proressor HANSEN is a prominent ex- 
ponent of the school that recommends 
direct government action to cure depres- 
sion and unemployment. In this vol- 
ume, the author reviews the changing 
réle of government in our economy and 
declares that fiscal policy should be 
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used as an instrument to regulate the 
national income and its distribution. 
There is a careful scrutiny of the shifts 
that have occurred in government ex- 
penditure and the Federal tax structure, 
and the matter of fiscal policy is linked 
up with tax policy and the business 
cycle. 

We find a reassertion of the thesis 
that we are in a mature economy and 
that something must be done to keep 
employment at a satisfactory level. This 
entails considerable government plan- 
ning and the author’s attitude, in this 
regard, may be ascertained from his 
statement that “Modern democracy does 
not mean individualism. It means a 
system in which private voluntary or- 
ganization functions under general, and 
mostly indirect, government control. 
Dictatorship means direct and specific 
control. We do not have a choice be- 
tween ‘plans and no plans.’ We have 
a choice only between democratic plan- 
ning and totalitarian regimentation.” 

Besides dealing with price policy of 
industry and its relationship to invest- 
ment and consumption, attention is di- 
rected to the economics of our defense 
program as well as the problems that 
will confront our post-war economy. 
Advocates of the “planned economy” 
thesis will take satisfaction in Professor 
Hansen’s absorbing presentation. Critics 
of the theory will find the work in- 
tensely stimulating and furnishing ade- 
quate material for reflection and 
thought. 


AMERICAN STATE Dests- By B. U. 
Ratchford. Durham, North Carolina: 
Duke University Press. 1941. Pp. 
XVIII-629. $5. 


SrupENTs of public finance and govern- 
ment have long been awaiting a com- 
prehensive discussion and accurate ex- 


amination of state debts. Professor 
Ratchford fills this need with his mas- 
terly exposition covering the historical, 
constitutional, economic and administra- 
tive aspects of the subject. 

The historical presentation is unusual 
both for its detailed treatment and its 
unusual palatability. In fact, it is un- 
common to find a technical volume that 
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places such little effort upon the reader. 

The legal aspects of state debt are 
fully dealt with. Constitutional limita- 
tions on the amount of borrowing and 
methods of enforcing payment of state 
obligations are thoroughly discussed. In. 
this connection important court deci- 
sions are also cited and examined. 

The author presents excellent case 
studies of the Arkansas and Tennessee 
debts and traces their debt problems 
from growth to ultimate readjustment. 

A good deal of attention is given to 
the administrative problems affecting 
state borrowing while the economic ef- 
fects of state liabilities are also consid- 
ered. In addition, Professor Ratchford 
engages in a critical appraisal of state 
borrowing and, on the basis of his in- 
vestigations, recommends necessary 
safeguards and proposes a new type of 
constitutional limitation. 

The work is implemented by a large 
number of tables and contains a worth- 
while bibliography: A table of leading 
cases is also included. American State 
Debts is a veritable encyclopedia of in- 
formation and will probably come to be 
recognized as a valuable source of ref- 
erence both by investors and academi- 
cians. 


THE MarKeETING oF Usep AUTOMO- 
BILES. By Theodore H. Smith. Co- 
lumbus, Ohio: The Bureau of Busi- 
ness Research, The Ohio State Uni- 
versity. 1941. Pp. XV-290. $3. 


THE first book to deal exclusively and 
comprehensively with the used-car prob- 
lem, this study should be of value not 
only to automobile industry executives, 
but to those who are engaged in the 
financing of automobile sales—to many 
bank consumer credit department execu- 
tives, for example. 

Every significant aspect of the market- 
ing of used automobiles is treated: The 
historic origins and evolution of the 
problem of used cars; the basic eco- 
nomic and business factors which bear 
on supply, demand and price; the 
methods of dealers and manufacturers 
in acquiring used cars, controlling in- 
ventories and promoting their sale; co- 
operative and legislative attempts in the 
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United States and abroad to deal with 
used cars; practice in financing auto- 
mobile sales; and consumer attitudes 
towards used cars. Forty-five tables 
and ten charts add to the clarity of pre- 
sentation of the study. 

The author is professor of marketing 
at Fenn College, Cleveland, Ohio; and 
this book is the result of more than two 
years of research in which Professor 
Smith reviewed trade literature pub- 
lished over a period of twenty-five years, 
consulted with industry executives and 
made special field investigations to 
gather data on problems for which no 
information was available. 


BOOKLETS 


Consumer Crepir Controis. By William 
Trufant Foster. Newton, Mass.: Pollak 
Foundation for Economic Research. 1941. 
Pp. 23. 10 cents. 


Apaptep from an address given at the 125th 
anniversary convention of the National As- 
sociation of Mutual Savings Banks, held 
in May, 1941, this pamphlet discusses the 
growth of consumer credit, need of regula- 
tion in installment selling, necessity of 
credit controls to curb inflation, urges a 
uniform method of quoting rates, etc. 


Lanor IN THE Derense Crisis. By T. R. 
Carskadon. New York: Public Affairs 
Committee, Inc. 1941. Pp. 31. 10 cents. 


Basep on the survey “Labor and National 
Defense,” by Lloyd G. Reynolds, published 
by The Twentieth Century Fund, this 
pamphlet answers such questions as: Will 
defense production absorb the unem- 
ployed?; should defense strikes be out- 
lawed?; how can labor disputes best be 
settled? etc. 


REHABILITATION OF MortTGaAGes AND REAL 
Estate. New York: Savings Banks Trust 


Company. 1941. Pp. 30. 

Tue material assembled in this booklet il- 
lustrates how the savings banks of New 
York State are continuing in the work of 
renovating and rehabilitating real estate. 
Chapters are devoted to: Renovation and 
new construction; demolition; property 
trades, land purchase; and removal of 
dwelling law violations. Various tables 
are included to supplement the text. 


Guns, Pranes anp Your Pocxetsoox. By 
Rolf Nugent. New York: Public Affairs 
Committee, Inc. 1941. Pp. 31. 10 cents. 

‘Writren by the director of the Depart- 

ment of Consumer Credit Studies of the 

Russell Sage Foundation, and author of 


the book “Consumer Credit and Economic 
Stability,” this timely pamphlet discusses:- 
Cost of the defense program; guns versus 
butter; the first year of defense; the next 
six months; the year 1942; cutting down 
consumer credit; post-defense readjust- 
ment. Special emphasis is placed upon the 
necessity for consumer sacrifice and the 
possibilities of consumer credit curtailment, 


One Hvunprep Prostems rN CONSUMER 
Crevir. By Charles H. Mergendahl and 
Le Baron R. Foster. Newton, Mass.: 
Pollak Foundation for Economic Re- 
search. 1941. PP. 55. 10 cents. 


Preparep for use in junior and senior high 
schools, and for college courses in the 
mathematics of finance, this booklet pro- 
vides practical problems for students to 
work out on the various interest rate meth- 
ods utilized in consumer credit. The prob- 
lems have been tried out in Newton, Mass.; 
Boston, Mass.; Denver, Colo., and in a few 
small communities. Introductory pages de- 
fine consumer credit, explain costs, outline 
computation methods, etc. 


Tue Preservation or Buvstness Recorps, 
By Ralph M. Hower. Boston, Mass. 
The Business Historical Society, Inc. 
Pp. 56. Gratis. 

Tus is a new (fourth) edition of this 

pamphlet. The author is assistant profes- 

sor of business history at the Harvard 

Graduate School of Business Administra- 

tion. It is designed to supply the answers 

to the following questions: : 

1. Why should business records be pre- 

served? 

2. What material should be selected for 

preservation? 

3. How should records be preserved? 

4. When should preservation be under- 

‘ taken? 

It sets up a schedule which can be put 
into effect economically by most firms to 
preserve their most important records. It 
also contains a discussion of the current 
practices of such firms as an advertising 
agency, a bank, a department store, two 
public utilities, a railroad, and_ several 
types of manufacturing concerns. 


Wuat Witt Socrat Securtry Mean TO 
You? By Bion H. Francis. Cambridge, 
Mass. American Institute for Economic 
Research. 1940. Pp. 96. $1. 


Tus is the sixth edition of this valuable 
pamphlet which discusses the effect of so- 
cial security legislation on the economic 
welfare of the average citizen. Topics dis- 
cussed are: what will “social security” mean 
to you?; social security vs. your insurance 
and annuity plans; unemployment insur- 
ance; from the business point of view; 
public health and assistance; the future of 
the Social Security Act. 
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Banking ’s 


Defense Responsibility 


By H. W. Koeneke 


President, The Security Bank of Ponca City, Ponca City, Oklahoma, and First Vice- 
President, American Bankers Association 


S the defense program grows and as 
our participation in Britain’s de- 
fense increases, more and more of 

our activities and service will be di- 
verted to the needs of the military. The 
conversion of a peace economy to a 
war economy will work many hard- 
ships, will call for many extra efforts, 
and will require the setting aside of 
many preconceptions. It will probably 
require the surrender of more rights 
and liberties. We have the dual func- 
tion of serving our country’s needs as 
expressed in the defense emergency and 
the preservation of our way of life. We 
must do all we can to support the rear- 
mament program and do what we can 


to see that such rights as have to be 


HENRY W. KOENEKE 


surrendered are surrendered for but a 
temporary period of time. 

We, as bankers and businessmen, 
have a responsibility to our respective 
communities which we cannot cast aside 
lightly. We are looked upon as lead- 
ers in our respective communities. This 
carries with it the responsibility of keep- 
ing ourselves thoroughly informed as to 
our nation’s participation in world af- 
fairs, of helping to mould public opin- 
ion in our communities by keeping the 
general public informed. in regard to 
the trend of the times and of the com- 
munity’s responsibilities toward the na- 
tion as a whole. 

I am firmly convinced that if the 
American public were thoroughly in- 
formed as to its individual responsibili- 
ties in our present national emergency 
it would be willing and glad to make 
the personal sacrifices necessary to 
carry this program to a successful and 
satisfactory conclusion. You can read- 
ily see that in addition to the responsi- 
bility you have as a banker of your 
community, you have a solemn respon- 
sibility as a citizen of the United States. 

The banking system has never been 
so well prepared for emergency. It 
has functioned remarkably well so far. 
It has really been ahead of the Govern- 
ment itself in its readiness to serve the 
financial requirements of the emer- 
gency. It has demonstrated its ability 
to do its job as a system of privately 
owned, independent, chartered banks. 
Let us keep it that way by being on our 
toes and continuing to do our job so 
well that there will be no excuse for any 
attempts to take it over.—From a recent 
address before the South Dakota Bank- 
ers Association convention. 
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Defense Credit Control Problems 


By N. H. ENcLe 
Adviser on Distribution, Consumer Division, Office of Price Administration and 
Civilian Supply, Washington, D. C. 


REDIT granting has become one of 
the big businesses of the United 
States. Estimates for 1940 indi- 
cate a total volume of all forms of con- 
sumer credit of $18 to $19 billion, of 
which something over one-third is out- 
standing at any given time. Merchandise 
credit amounts to nearly 72 per cent of 
the total; cash credit, or loans of cash 
to enable consumers to buy for cash, 
add up to nearly 21 per cent more, 
while the remaining seven or more per 
cent is credit granted by service credi- 
tors, such as doctors, dentists and hospi- 
tals.* 

Instalment credit, which overlaps 
several categories, is the largest single 
item, amounting to nearly 25 per cent 
of the total volume of consumer credit. 
For 1940 it is estimated that instalment 
credit reached a magnitude of some $5 
billion, or about 12 per cent of total 
retail sales. 

Looked at from another angle, total 
consumer credit is of a magnitude 
equivalent to about 25 per cent of the 
national income. Again, if it be 
assumed that all of the merchandise 
credit plus half of the cash credit is 
utilized in retail buying, nearly 40 per 
cent of all retail sales are essentially 
credit sales in that consumers’ incomes 
are earmarked to that extent for repay- 
ment to a creditor. 

Interesting as these overall compari- 
sons may be, they must give way to the 
more specific facts for different lines of 
merchandise. Between 50 and 60 per 
cent of automobile sales are instalment 
sales; household appliances stores have 
about half of their volume on the in- 
stalment basis, over 40 per cent of the 


*Estimates by Professor T. N. Beckman, 
Ohio State University, Columbus, Ohio. 


sales of furniture stores are instalment 
business. The ratios for jewelry stores 
range upwards of 20 per cent, while 
department stores have passed the 10 
per cent point. 


Defense Concern 


What have these facts to do with de- 
fense or what concern are they of the 
defense administration? Just this—you 
will note that the greatest use of instal- 
ment credit is in exactly those lines in 
which shortages of consumer goods may 
be expected to appear earliest. You 
know also that instalment credit has 
long been recognized as a contributory 
factor to inflation. Moreover there has 
been a very noticeable increase in the 
expansion of instalment business this 
year. A danger signal may be read in 
the data on new automobile financing. 
The Credit Research Unit of the Depart- 
ment of Commerce points to an increase 
of 42.7 per cent for the first quarter of 
1941 as compared with 1940. 

At times like these, consumer credit 
takes on a public interest. But public 
policy has not yet been determined, 
hence I can only give you some of the 
leading implications as I see them. The 
first impact of the defense program is 
an increase in the demand for credit by 
consumers. More employment means 
more credit eligibles. Larger incomes 
to independent consumers mean again 
more credit eligibles. Thus defense has 
sprouted a crop of new-income-receivers 
who are eager to make up for lost time 
in furnishing their homes, clothing their 
families, and otherwise expanding their 
standards of living. 

There are, of course, certain limita- 
tions on the increased demand for credit. 
The very nature of the times calls for 
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selective credit granting as the basic 


retail credit policy. General restric- 
tions or limitations on the one hand, 
and loose credit extension on the other 
should be avoided. A minor limitation 
on the demand for credit grows out of 
the building up of our army under the 
Selective Service Act. A million-and-a- 
half men represent but a small percent- 
age of our working population and 
many of these young men had not been 
working. Many of them had not estab- 
lished a retail credit status. Some few 
have adequate means to pay for what- 
ever goods they may desire to buy on a 
credit basis. It seems to be the part of 
wisdom, however, for the credit grantor, 
as a part of a selective credit granting 
policy, to scrutinize very carefully each 
individual case rather than to operate 
under a blanket policy of no credit to 
selectees to insure against injustice to 
the selectee as well as to himself. 


A second limitation on the expanding 
potential demand for consumer credit 
is the competing demand on consumer 
incomes of a number of other items 
such as Defense Bonds, Savings Stamps, 
and the certainty of higher taxes on in- 
come. One retail credit executive 
recently told me that he was allowing 
for increased taxation by rating his cus- 
tomers a flat 10 per cent under their 
actual dollar income. Thus if a person 
applied for credit and gave his annual 
earnings as $2,000 a year, this credit 
man automatically reduced that income 
to an effective $1,800 per year which 
might be utilized by the consumer for 
living expenses and paying bills. 

A third point to consider in granting 
credit to the newly employed is the 
probable duration of the new employ- 
ment. We are committed to an all-out 
defense effort which I believe is going 
to require the full time services of all 
who are able to work. For any indi- 
vidual, however, there are apt to be 
shifts in employment and shifts which 
may entail moving to a new community. 
Such shifts affect the problem of collec- 
tions and afford another reason for exer- 
cising great care in extending credit to 
new accounts. 

The potential volume of consumer 
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credit, based upon the volume of gen- 
eral credit available in the country 
should be ample for any needs. One 
limitation, however, must be faced, espe- 
cially by those retailers who grant in- 
stalment credit, and that is restrictions 
on this form of credit by legislation. 
New York State and Maryland, have 
already enacted laws to control instal- 
ment selling. Federal legislation has 
been discussed. From the standpoint 
of defense, the Government is definitely 
concerned about the potential inflation- 
ary aspects of instalment credit. With 
incomes and purchasing power expand- 
ing and some curtailments on consum- 
ers’ goods actual, with others prospec- 
tive, the unrestricted extension of instal- 
ment credit may have the effect of 
stimulating demand to such an extent 
that price spiraling will be generated. 
Such controls in themselves would be 
inadequate because of the well-known 
tendency of buyers to find another way 
to their desires when one channel is 
closed. Hence, any program designed 
to control the inflationary aspects of in- 
stalment credit will of necessity have to 
impose restrictions on so-called cash- 
credit granting in order to prevent con- 
sumers borrowing money, to be repaid 
on an instalment basis, but used to buy 
what they want immediately. For some 
commodities, which are essential to the 
lower income groups, it may be neces- 
sary to supplement controls of credit 
with a definite program for adjusting 
the available supply on some other basis 
than the ability to make down payments, 
What is needed is a well balanced pro- 
gram that will take account of the inter- 
ests of consumers and credit grantors 
alike——From a recent address before 
the National Retail Credit Association. 
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WHEN EDITORS FOUGHT 


Country journalism of yesterday was 
journalism in its most personal form. 
Never did it become more personal than 
in battles between two papers. The old 
boys used to thrive on competition— 
Ruel McDaniel, Texas newspaperman, 
in the current Rotarian magazine. 












ee pet rey Sa eee ee Ce Oe SY 





KNOW YOUR CONSUMER 
CREDIT COSTS 


By WALTER B. FRENCH 
Deputy Manager, American Bankers Association, New York City 


ODAY approximately 8,000 banks 

issue consumer credit in some form. 

We have developed the field into 
personal loans, automobile loans, house- 
hold loans, equipment loans, and other 
types of loans. The banks are in this 
business to stay. Whatever may be 
necessary in the way of protective legis- 
lation to keep this business on a profit- 
able basis will be supplied, even if times 
and money rates change. I say this be- 
cause the American banker is in a bet- 
ter, more advantageous position to issue 
this credit than any other lender. But 
our banker, in assuming the responsi- 
bility for issuing a good portion of this 
credit, must recognize early that he also 
takes on a huge responsibility.. His 
position in the average community is 
that of a quasi-public official. He is 
the custodian, as well as the distributor, 
of the community wealth. It behooves 
him to remember these things now. The 
development of consumer credit lends 
itself to the spectacular. Volume is im- 
portant if we hope to make a profit, but 
in our anxiety to do a good job for our 
banks, let us not lose the confidence 
and respect of the public. 


Not an Economic Cure-all 


Let us begin by accepting consumer 
credit for what it is, and not try to jus- 
tify it as some economic cure-all. It 
does not increase purchasing power, it 
merely advances purchasing power for 
a few months or, at most, a few years. 
Instalment lending does not create new 
jobs. The development of FHA No. I, 
for example, helped many mechanics to 
find work, but the money going into the 
repayment of those loans represents that 
much less that each borrower has to 


spend for something else while he is 
paying off the loan. 

Consumer credit does not enable a 
borrower to pay less for an article be- 
cause of the mass production he cre- 
ates. What he saves in the economies 
possible under mass production, he 
probably loses through the rates he has 
to pay for his money. If anyone bene- 
fits from the lower prices of mass pro- 
duction, it’s the fellow who pays cash. 


Aids Industrial Expansion 


The development of consumer credit 
has probably helped in the expansion of 
certain industries, for example: auto- 
mobiles, radios, refrigerators, and the 
like. Consumer credit probably helps 
a borrower to budget his funds. We 
must remember that there are thousands 


© Davis Studios 
WALTER B. FRENCH 
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‘‘The worst competition of 
any business comes from a com- 
petitor who does not know his 
costs, or who, in figuring his 
costs, is not honest in listing all 
of his cost items. This is espe- 
cially true in the small loan 
business because we are dealing 
with small amounts all the time 
and, necessarily, our profit per 
unit is also very small,’’ points 
out the author in the accom- 
panying portion of his recent 
address at the Wisconsin Bank- 
ers Association’s Conference on 
Banking. 

Mr. French heads the Con- 
sumer Credit Department of the 
American Bankers Association, 
and is author of the book 
*‘Small Loans: An Investment 
for Banks,’’ published by The 
Bankers Publishing Company. 


of people who borrow or buy on instal- 
ment with plenty of money in the bank 
to pay cash for goods or services if 
they wish to. Consumer credit does 
permit earlier possession of goods, and 
this of itself is some benefit, not only 
in the economies the goods themselves 
produce, but in the added health and 
recreation possible because of their pos- 
session. 

The establishment of consumer credit 
departments in banks did recognize 
three very important conditions: first, 
that a vast majority of our wage earn- 
ers are people of limited income (over 
86 per cent earn less than $2,000 a 
year); second; that people, regardless 
of the size of their income, always have 
and always will borrow money, and 
further, that they have a perfect right 
to borrow; and third, that since this is 
so, the banks should provide loans for 
at least a part of them, and these loans, 
if they are to be of any benefit to soci- 
ety as well as to the banks, must be 
_ made on a profitable basis. 

Well, since the banks are the last of 
the important lenders to enter the con- 
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sumer credit field, just how well have 
they done in developing sound man- 
agement and careful promotion? My 
opinion is that they haven’t done too 
badly, considering the short time they 
have been engaged in the field, but 


there is room for a lot of improvement. 


Cost Ignorance Dangerous 


The worst competition of any busi- 
ness comes from a competitor who does 
not know his costs, or who, in figuring 
his costs, is not honest in listing all of 
his cost items. This is especially true 
in the small loans business because we 
are dealing with small amounts all the 
time and, necessarily, our profit per 
unit is also very small. Not only is 
the banker who does not know his costs 
dangerous to other ‘consumer credit 
lenders, but of equal importance, to 
other banks engaged in the business. 
This is the sort of situation we find: 
Bank A has been in the consumer credit 
business for some years in a given town 
and is charging on its personal loans at 
6 per cent discount. Bank B in the 
same town decides to go into the busi- 
ness, because Bank A gives every evi- 
dence of having made a profitable in- 
vestment. Bank B decides, without any 
idea of costs, that the only way to suc- 
cessfully compete is to announce a les- 
ser rate, usually one per cent less. Bank 
A becomes panicky and cuts its rate 
to meet that of Bank B. Often this 
happens once or twice. Nobody makes 
any money, and the borrower, along 
with everybody else, suffers. 

The reasoning of some bankers is 
difficult to understand. A short time 
ago I questioned a banker regarding his 
rate, which was extremely low, and ex- 
pressed doubt as to whether or not he 
was making money. With a knowing 
look in his eye, he informed me that he 
wasn’t so dumb, his principal corre- 
spondent was the XYZ bank, located in 
a large city, and they were making loans 
at a rate of 14 of 1 per cent less than 
his rate. Was I trying to tell him that 
the large city bank did not know its 
business, he asked. If they did know 


their business and were making money, 
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certainly he could, because his over- 
head was so much less, and so forth. 

Well, he missed two essential factors 
in figuring costs in the small loan busi- 
ness—volume and the initial face 
amount of the loan. The big city bank 
to which he referred had in millions 
outstanding what my small town banker 
had in thousands, and the average loan 
of the large bank was almost three 
times the average loan of the small town 
bank. But, the last I heard him, he 
was still going merrily on his way, 
making no money for himself and ruin- 
ing the business for any other lender 
anywhere near him. 

A study of costs is most important 
and I’m happy to say that the past 
year has seen a big improvement in this 
regard. Two comprehensive studies are 
now being made by two states, includ- 
ing all the banks making consumer 
credit loans in those states. 

Let me leave the subject of costs by 
stating as my honest opinion that it is 
economically unsound for any bank to 
reduce its consumer credit discount rate 
to an amount less than the one pre- 
vailing in its territory unless it has 
made a careful study of costs. 


**Not only is the banker who 
does not know his costs danger- 
ous to other consumer credit 
lenders but, of equal importance, 
to other banks engaged in the 
business. This is the sort of 
situation we find: Bank A has 
been in the consumer credit busi- 
ness for some years in a given 
town and is charging on its per- 
sonal loans at 6 per cent dis- 
count. Bank B in the same town 
decides to go into the business, 
because Bank A gives every evi- 
dence of having made a profit- 
able investment. Bank B de- 
cides, without any idea of costs, 
that the only way to successfully 
compete is to announce a lesser 
rate, usually one per cent less. 
Bank A becomes panicky and 
cuts its rate to meet that of 
Bank B. Often this happens 
once or twice. Nobody makes 
any money, and the borrower, 
along with everybody else, 
suffers.’ 


Banks — First Line of Defense 


BANKERS never promote wars. Bankers 
do not profit from war- Bankers de- 
spise war at any time and anywhere. 
They prefer nothing more than the 
peaceful pursuit of the peoples of all 
nations. Bankers know that normal 
business is the only profitable business. 

Bankers, however, from the nature of 
their business are realists. They cannot 
indulge in sentimental truisms or per- 
sonal opinions. They cannot engage in 
unsound altruistic thinking when the de- 
fense of the nation and its national 
wealth are in danger. Banks, with the 
cooperation of our Government are the 
custodians of our national wealth. Banks 
in this country depend on free govern- 


ment and private enterprise and we are 
dedicated to preserve these ideals in our 
Government at all costs. 

In this world confusion, in which our 
feelings have become so hardened with 
the changes and brutalities of war, we 
as bankers must be classed with those 
thinking people and sound business in- 
stitutions that go on meeting responsi- 
bilities day after day in the same way 
that the thinking,‘ responsible people of 
this country have always done in the 
past when they faced realities. Banks 
are the nation’s first line of defense in 
peace or war.—Max Stieg, Cashier, 
Dairyman’s State Bank, Clintonville, 
Wisconsin, in a recent address. 
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The Problem of 


Bank Publie Relations 


By Eric Hopcins 
Publisher, Fortune Magazine, New York City 


HE public relations problem of the 

banking profession seems to me one 

of the most difficult but also one 
of the most fascinating in the world. 
The vicious snarl with which the public 
turned on its bankers in the early 
thirties was not, I think, due nearly as 
much to the spectacular but relatively 
few examples of malfeasance which 
those years turned up, as it was to the 
general lack of comprehension as to the 
function of the banker in his com- 
munity. The mystery in which he had 
cloaked himself had the inevitable re- 
sult of misunderstanding. 

The magazine which I represent con- 
ducts, as you may know, periodic sur- 
veys of the state of public opinion on a 
variety of subjects, and back in 1936, 
we asked public opinion this question: 
“Do you believe that any of the follow- 
ing have abused their power or posi- 
tion?” And then we listed the radio, 
the press, the pulpit, the bankers, the 
organized groups of world war veterans. 


Public’s Opinion of Bankers 


Well, that question turned on us and 
bit us. From your point of view, I am 
happy to tell you that the American 
press led the list of institutions which 
the public believed had abused its posi- 
tion; almost 42 per cent of the public 
so voted, revealing a very serious situa- 
tion indeed. But you were right be- 
hind us; bankers were judged by 3814 
per cent to have abused their power 
and position. The pulpit, the veterans 
and the radio, were far behind us two 
‘ leading sinners. Nor, despite the grow- 
ing awareness of the banking profes- 
sion, was the situation improving when 
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last we surveyed it. Two and one-half 
years later we asked the same question 
all over again, with the result that both 
press and bankers enjoyed the disfavor 
not of fewer people, but actually of 
2 per cent more than in 1936. More- 
over—and this is of prime importance 
— it was true of both press and bankers 
that the more people knew about us, the 
less they liked us; our greatest disfavor 
did not come from the poor, or the 
negroes, or the lower middle class; it 
came from the prosperous and the up- 
per middle classes—from people, in 
other words, who have bank accounts 
and who read newspapers. Those who 
had less contact did not think so ill of 
us; the negroes, in fact, thought both of 
us preferable to the pulpit as they had 
encountered it. But that is pretty cold 
consolation; the fact remains that our 
detractors are among our customers, 
and those that we think of as our best 
pals are also, alas, our severest critics. 


Reasons for Unpopularity 


Now, if you please, some of the rea- 
sons for the unpopularity of bankers 
were, in any large scheme of things, 


trifling in the extreme. But, as we all 
know, and yet forget, the very art of 
dealing with the public consists of pay- 
ing attention to what that great English 
author, G. K. Chesterton, once called 
“Tremendous Trifles.” All the better 
that such unpopularity and misunder- 
standing as you do enjoy stems from 
simple and conquerable things and not 
from complex and unresolvable ones. 
The refusal of a loan was frequently 
given, by the segment of public opinion 
we asked, as the reason why all bankers 
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were oppressors of the needy. Well, 
loans will continue to have to be re- 
fused, but once again frankness and 
openness of explanation can do much 
to dispel an attitude of mystery. Over 
and over again, the complaint of “low 
interest rates on deposits” cropped up 
as the reason why savings banks were 
unpopular. I think I have some un- 
derstanding why interest rates are where 
they are, but not because any savings 
bank has made it a particular point to 
tell me. It is interesting, in the survey 
that I speak of, that very few people 
any longer criticized the banking pro- 
fession for having cut some corners too 
sharply in the giddy 20’s; the rage of 
1929-33 had been very largely dispelled 
and what remained was merely a feeling 
of mystery, a lack of understanding and, 
therefore, an attitude of suspiciousness. 


Explain to Public 


Now, in reality, it is presumptuous 
of me or anyone else to attempt to talk 
about this subject of public relations, 
becauses it is not possible for me to 
present you with any newly discovered 
truths. I am the possessor of a copy, 
pleasantly autographed by the author, 
of “Public Relations for Banks,” by 
Mr. Ilg of Boston’s National Shawmut 
Bank, and in that extremely sound dis- 
cussion more points are raised and dis- 
cussed than I could possibly think of 
even if you gave me all day. And many 
banks, large and small, are carrying 
out many of these precepts. But I urge 
upon you the belief that what you need 
is not the discovery of new aspects of 
how to improve your position with the 
public, but only more industriously and 
continuously to apply those that are 
already known. I believe that Wiley 
Reynolds, the vivid president of that 
gay institution, The First National Bank 
of Palm Beach, is regarded in some con- 
servative quarters as a bit too extreme 
in his conception of the relations of a 
bank to its community and the services 
it should perform. But I imagine it 
impresses all of us that the banking op- 
erations of the future will be carried out 
much more in the spirit of Mr. Rey- 
nolds than in the old time spirit of 


broadcloth, starched collars and derby 
hats. I am not sure that all of you 
will replace your male tellers with bath- 
ing beauties or transact business under 
beach umbrellas, but you will most cer- 
tainly be taking a more and more 
dynamic attitude toward your custom- 
ers, depositors and borrowers. But 
even before that time comes, I hope 
you are going to begin doing a much 
more active and unashamed job of ex- 
plaining yourselves to the likes of me. 
During the last few decades you have 
come to think of yourselves as you 
should—more and more as service in- 
stitutions. But your public doesn’t. 
Your public is actually confused as to 
who is doing whom the favor when 
Mr. A opens a checking account with 
you or Mr. B contracts a loan. I think 
you have got to make the public very 
clear on that point, so that no customer 
of a bank will be any more uncertain 
than is the customer of a department 
store that his custom is valued. 


Learn Public Reactions 


I still distrust “public relations” as 
a phrase because it suggests that it is a 
practice for specialists, like account- 
ancy. It suggests a pill to be taken 
after meals, or a series of tricks to be 


‘In the last analysis, the job 
of maintaining good relations 
with the public inexorably backs 
up to the president. If he is 
aware that the problem of pub- 
lic relations exists and if he him- 
self is adroit in dealing with it, 
the relations of his institution 
with its public will be excellent. 
If he is neither adroit at it nor 
aware of it, his situation is hope- 
less and nothing that any spe- 
cialist, consultant, or depart- 
ment can do will really solve the 
problem until he himself is 
aware of his necessity,’’ points 
out Mr. Hodgins in the accom- 
panying portion of his recent 
address at the New York State 
Bankers Association convention. 
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practiced. It is no such thing. As 
Paul Garrett, vice-president of General 
Motors, has pointed out, public rela- 
tions means just what it says—relations 
with the public. Henry Weaver, also 
of General Motors, has defined the pub- 
lic relations job as “finding out what 
the public likes and doing more of it; 
also finding out what the public does 
not like and doing less of it.” Are you 
really certain that you know what your 
public likes of you and what it does 
not? If there are any doubts in your 
mind, then I would think your first task 
was by the methods of scientific investi- 
gation to find out—by direct question- 
naire of your customers. When Samuel 
Goldwyn once upon a time on a golf 
course made a hole in one, he turned 
to his caddy and said, “What did I do 
that was right?” That sort of naive 
self-questioning is certainly not out of 
place in American businesses anxious 
and aware of the necessity for being as 
well regarded as can be by those they 
serve. And, if I might quote Mr. 
Weaver again, who, as the director of 
consumer research at General Motors. 
is one of the country’s greatest author- 
ities on what the consuming public 
thinks, I would quote his very sound 
remark, “For years the American bus'- 
ness man has said ‘The customer is al- 
ways right’ but it has never occurred to 
him to ask ‘What is it that the cus- 
tomer is always right about?’” A mere 
set of mechanical rules for service and 
courtesy will accomplish very little for 
a bank or any other institution unless 
an understanding of those rules is 
driven into every officer and employe 
who is supposed to practice them. 


Start at Top 


The job of supervising public rela- 
tions is currently these days delegated 
to a “Vice-President in Charge of 

This is doubtless a wise custom 
so long as the other officers of the com- 
pany do not feel that the activities of 
this gentleman absolve them from any 
further responsibility. And I have en- 
‘ countered very few vice-presidents in 
charge of public relations or any other 
authorities in this field who will not, 
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after even the weakest Scotch and soda, 
break down and admit that their tough- 
est job is not with the public at all, 
but with the fellow officers of their own 
company. In the last analysis, the job 
of maintaining good relations with the 
public inexorably backs up to the presi- 
dent—to the “old man.” If he is aware 
that the problem of public relations 
exists and if he himself is adroit in 
dealing with it, the relations of his in- 
stitutions with its public will be excel- 
lent, without the need for any special- 
ized assistance. If he is aware of it, 
but not particularly adroit at it, then 
the services of a special officer and de- 
partment in his company may properly 
serve the purpose. But if he is neither 
adroit at it nor aware of it, his situation 
is hopeless and nothing that any spe- 
cialist, consultant, or department can 
do will really solve the problem until 
he himself is aware of his necessity. 
Public relations, like charity, begins at 
home. 
© 


PERSONNEL PREPAREDNESS 


WirH industry bidding for skilled and 
trained men and women to do the work 
of the expanding national defense pro- 
gram, it is natural that a number of 
those employed in banks will make a 
change to other fields of employment. 
Good bank management is seeking out 
and making the wise preparation to fill 
these vacancies with others, either from 
their own files or from those available 
elsewhere. It stands to reason that 
bankers who are foresighted in this re- 
spect will fare best in the final windup. 
Encouragement of employes to prepare 
for the next job higher up will lend 
incentive to better performance. Wages 
and salaries in banks are practically 
fixed entities because of the nature and 
form of bank earnings. Banks cannot 
suddenly raise prices on money or serv- 
ices without public repercussions and 
these conditions promise to be a prob- 
lem for some time to come. A good 
waiting list is an essential back-log of 
bank employment at the present time.— 
West Virginia Bankers Association Bul- 
letin. 
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Program of 


BANKING RESEARCH 


By R. W. SrnsaBaucH 
Clarke, Sinsabaugh & Co., Inc., New York City 


NE of the noteworthy developments 
of the past two decades has 
been a resurgence of research 

efforts of nearly all successful indus- 
tries. As Dr. Kettering of General 
Motors has said, the research laboratory 
is an insurance policy “against igno- 
rance of what is going on in the world 
and against not recognizing that we 
must make profits.” The problem, he 
has declared, “must be the boss.” Owen 
D. Young has said: “It isn’t the crook 
in modern business that we fear but the 
honest man who doesn’t know what he 
is doing.” 

Why shouldn’t the banking commu- 
nity follow the illustrious examples of 
our successful industrialisss? © Why 
shouldn’t the banking business take out 
its own insurance policy against “igno- 
rance of what is going on in the 
world?” The days ahead may well be 
still different from the ones we are now 
experiencing, but our country got where 
it is by using good old Yankee imagina- 
tion, initiative and courage. From the 
Pilgrim bands to the scientist in his De- 
troit laboratory has been a trail of suc- 
cess in conquering of the inconquerable. 
Are our bankers any lesser breed? Of 
course not. 

One difficulty with research is that 
it is expensive. For an individual bank- 
ing institution this might well be a de- 
terrent, but for the banks as a group 
it could be made a codperative under+ 
taking. Why could not a number of 
banks band together to carry out a cam- 
paign to probe into the future to dis- 
cover what financial services the com- 
munity of the future may require? 
Another thing about research is the fact 
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that it is of no value if its findings are 
not applied. It is valueless unless the 
management who makes the policies of 
the individual business is sold on the 
ideas and products produced by the re- 
search laboratory. It is valueless if 
management looks on it as a form of 
window dressing or as an interesting 
mental occupation for a few earnest 
young men rather than a serious, practi- 
cal contribution to better business and 
bigger profits. 


Forming a Committee 


An ideal solution, in my opinion, can 
be visualized. How close to the ideal 
it may be possible to come will depend 
upon the interest and good will of those 
in control of the banking business. If 
I were attempting to solve the problem, 
I would start out in the good old Ameri- 
can business way and “form a commit- 
tee.” One-half of this committee I 
would want to be composed of the most 
capable policy-making officers of the 
banks. I would hope to have young 
men rather than old, or at least men 
with young minds who are not afraid 
of things new and untried. The other 
half of the committee would be com- 
posed of students of banking who are 
not now engaged in the banking field. 
This latter group should not be selected 
solely from among the college professors 
except to the extent that it would be 
possible to get men with practical minds 


not too steeped in professorial theory. 


In thinking of this I have omitted the 
staff of the American Bankers Associa- 
tion and I have omitted the economists 
of the banks themselves. My purpose 
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**It is certain that a serious, 
hard-working committee could 
provide a competent research 
laboratory from which a flow of 
new ideas for the possibilities of 
profitable employment of bank 
assets would come. It would 
make certain that the bankers 
of the country were not making 
the same mistake that the presi- 
dent of a trolley company did 
when he thought his job was op- 
erating trolley cars instead of 
providing transportation. It 
would drive home the fact that 
bankers must provide those serv- 
ices which the community wants, 
and that ‘the problem is the 
boss.’ Man, within limits, can 
shape his own destiny,’’ says 
Mr. Sinsabaugh in the accom- 
panying portion of his recent 
address before the New York 
Financial Advertisers. 


would be, if possible, to obtain a group 
whose members would approach bank- 
ing problems without the bias which 
naturally would exist if they are de- 
pendent upon the business for their 
daily living. 


Problems for Research 


There are certain specific problems 
that this committee can approach: 

1. New York has its second chance 
to become the world’s financial center 


after this war . I would like to see a 
careful study made of the way in which 
England became the world’s money mar- 
ket following the Napoleonic Wars. Im- 
portant wars often bring about a shift 
of the center of international banking 
from one country to another. The cen- 
ter shifted from Rome to Amsterdam 
and then to London. Following the 
World War it seemed to have shifted 
to New York but because of the valiant 
. efforts of the London bankers coupled 
with the inexperience in international 
banking of the New York fraternity, it 
went back to London in the 1920’s. New 


York, I think, has its second chance. 
After this war the need for international 


banking accommodation is going to be. 


great. Practically all the monetary gold 
in the world is lodged in the United 
States. The United States has a surplus 
of capital, as had London in the 19th 
Century. I visualize great oppor- 
tunities, but I likewise visualize the risk 
of these opportunities being lost as they 
were before through inexperience in this 
very specialized field of the banking 
business. 

2. There may be need for a new ap- 
proach toward the investment problems 
of banking institutions. The question 
must be answered “Is it true that banks 
should only supply the short-term capi- 
tal needs of the country?” All banking 
text books in the years that you and I 
studied banking in college adopted this 
as an eternal truth, but for twenty years 
commercial loans have been becoming 
less and less important.. The Federal 
Deposit Insurance system reduces the 
danger of a sudden demand for cash by 
depositors, and the changes in the Fed- 
eral Reserve Act now make it possible 
to liquidify assets which formerly were 
thought to be too dangerous for sub- 
stantial employment of bank assets. 
Some features of the new environment 
may require new investment methods 
and attitudes. 


Branch Banking 


3. The question of branch banking is 
one that has always been dodged by 
politicians and bankers alike and it is 
easily understood why they have done 
so. It is noteworthy that branch bank- 
ing has been eminently successful in 
other parts of the world. It is note- 
worthy also that it escapes many of the 
dangers which are inherent in the unit 
banking system. Our Banking Research 
Committee which I have suggested, with 
half of its membership independent of 
the banking business, could tackle this 
problem courageously. If branch bank- 
ing appears to be the solution to part 
of our banking troubles, and of service 
to the community, it should be recom- 
mended. 

4. I notice that the Financial Adver- 
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tisers have recently made a study of 
service charges and apparently have 
come to the conclusion that their effects 
were not as many bankers had feared 
before they cautiously adopted them. It 
may well be that service charges should 
be extended. Certainly, if no use can 
be discovered for the deposits of large 
corporations which use the facilities of 
banks, such accounts should not be 
handled gratuitously. 

5. Further study of the small loan 
business is probably necessary. The 
banks have only recently become inter- 
ested in this service although it has been 
a very apparent need for many years. 
Certain types of financial institutions 
have made large profits in this way and 
performed a service to the community. 
Had the banks been willing to break 
with tradition many years ago, this most 
lucrative business undoubtedly would 
today be conducted solely by the com- 
mercial banks. The infinitesimal losses 
which have been experienced by banks 
now operating small loan departments 
indicate that many good borrowers who 
may be good credit risks, in the past 
have been turned away. No banker ever 
expected to be able to make commercial 
loans without including a certain per 
cent of bad loans and the records would 
seem to show that in the small loan 
field the commercial banks, probably 
because they have been entering a new 
field, are being ultraconservative and 
therefore are not making the profit 
which this division of the business might 
be expected to yield on greater volume. 


Small Investors’ Service 


6. The small investor also is in need 
of a financial service which possibly the 
trust departments of banks can provide 
if they are willing to break with past 
tradition. The investment trusts were 
theoretically designed to provide such a 
service. Unfortunately there were a few 
unscrupulous investment trust managers 
who have caused great losses to the 
small investor. Investors are incapable 
of separating the sheep from the goats 
but bankers, with their high reputations 


for honesty and for service to the com- 
munity, might well be in a position to 
provide such service. 

7. Another thought which might fit 
into this streamlined financial age is the 
possibility of imitating the United States 
Treasury in its national Defense Bond 
program. As you are aware, there is 
every incentive for an investor to hold 
his Defense Bonds after he has pur- 
chased them. If he holds them for only 
a few years his interest return is very 
low but the incentive of a much higher 
interest return is offered him to retain 
these bonds until they mature. I wonder 
if the officers in charge of savings de- 
partments could not work out something 
similar in the form of a savings account. 
It might well be a service which the 
community would appreciate and be 
willing to pay for. 

These are only a few of the many 
fields that could be investigated for the 
possibilities of profitable employment 
of bank assets, and it is certain that 
a serious, hard-working committee could 
provide a competent research laboratory 
from which a flow of new ideas would 
come. It would make certain that the 
bankers of the country were not making 
the same mistake that the president of 
a trolley company did when he thought 
his job was operating trolley cars in- 
stead of providing transportation. It 
would drive home the fact that bankers 
must provide those services which the 
community wants, and that “the problem 
is the boss.” Man, within limits, can 
shape his own destiny. 
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VITAMINS BY THE BILLIONS 


CONSUMPTION of vitamins is being 
calculated in astronomical figures. The 
A. & P. buying affiliate, Atlantic Com- 
mission Company, estimates 30,267,- 
990,606 international units of vitamin 
A, 11,825,530,454 micrograms of Bl 
and B2 and 1,581,713,545 milligrams ° 
of C were contained in the 9.241 car- 
loads of fruits and vegetables purchased 
in the first three weeks of the chain’s 
“nutrition for defense” campaign. 
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SURVEY 


Condensations from Magazines, Reviews, 
Reports, Bulletins, Radio Discussions, 
Advisory Services, Newspapers, etc. 








SELLING DEFENSE SECURITIES 


Bulletin, Wisconsin Bankers Association, Milwaukee, Wis. 


HAT can banks do to help sell 
defense securities ?* 

1. Qualify through the Federal 
Reserve Bank of your district as an issu- 
ing agent for the sale of Series E De- 
fense Bonds. 


2. Order a sufficient stock of blank 
forms so that you will be able to make 
deliveries promptly. At present, banks 
insured by the Federal Deposit Insur- 
ance Corporation can receive bonds of 
maturity value of $6,500 without pledg- 
ing collateral; for amounts above 
$6,500, collateral must be pledged with 
the Federal Reserve Bank equal to the 
issuing price. 

3. Have available a sufficient quan- 
tity of application forms for Series F 
and G bonds. 

4. Make sure that all of your direc- 
tors, officers and employes purchase De- 
fense Savings Bonds or Stamps as soon 
as possible. It is inconsistent to ask 
the public to buy until you have dem- 
onstrated, through your own purchases, 
your confidence in the bonds. 


5. Set up for the benefit of your 
officers and employes some method that 
will assure their purchasing bonds on a 
continuing regular schedule. For this 
purpose a pay roll savings plan is rec- 
ommended. The Federal Reserve Sys- 
. tem has adopted a plan which can well 
serve as a model for your bank. 


6. Suggest to companies which are 


your customers or depositors the adop- 
tion of a similar pay roll savings plan. 

7. Analyze specific accounts of siz- 
able amounts with a view to making 
specific suggestions and recommenda- 
tions as to kinds and amounts of de- 
fense securities best suited to the de- 
positors’ circumstances. The attention 
of trustees, especially, should be called 
to the merits of defense securities. 

8. Provide adequate safekeeping fa- 
cilities for bonds purchased through 
your institution. 


9. Incorporate in all your advertis- 
ing information and sales arguments 
about Defense Bonds and Stamps. 

10. Obtain and distribute literature 
and other advertising material. 

11. Obtain and display prominently 
posters about defense securities. 

12. Provide facilities, including a@ 
special counter or window, for the sale 
of bonds and stamps to your customers 
promptly. Designate a competent per- 
son to handle such transactions. 

13. Install a draft plan for the pur- 
chase of defense securities. Under such 
a plan, a depositor orders the bank to 
charge his account with a certain sum, 
and to purchase bonds for his account 
accordingly, at regular and stated inter- 
vals. 

14. Adopt a “Buy a Bond a Month” 
club for savings depositors. 

15. Have your officers volunteer to 
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make talks over the radio or before serv- 
ice groups, or other meetings, urging 
the purchase of defense securities. 

16. Take every opportunity—and 
even make opportunities—to speak of 
the purchase of Defense Bonds and 
Stamps to all persons entering the bank, 
as well as to persons on the outside with 
whom any officer or employe comes in 
contact. 

17. Keep your officers and employes 
fully informed and up to date about de- 
fense savings and the Defense Savings 
Program. For this purpose, it is sug- 
gested that you hold staff meetings at 
frequent intervals in order that everyone 
may be kept fully informed and con- 
stantly alert. 





18. Adopt a consistent policy as to 
advice to depositors about savings ac- 
counts. Will you advise depositors to 
put all of their savings into Defense 
Bonds and Stamps? Will you advise 
them to split their savings between sav- 
ings accounts and defense securities, or 
will you advise them to withdraw their 
savings and purchase defense securi- 
ties? Many banks advise depositors, 
whose accounts are larger than is be- 
lieved necessary, that defense securities 
are a more profitable investment than 
a savings account at the present time. 
The Treasury Department is not ask- 
ing that you do this, but the suggestion 
is made that you have a clear policy. 





STATE BANK EARNINGS AND EXPENSES 


State Bank Division, American Bankers Association, New York City 


ARNINGS of state banks engaged 
in commercial business increased 
moderately in 1940. Expenses 

also were larger, but they did not rise 
enough to offset increased gross earn- 
ings, with the result that in a majority 
of states net current earnings were 
higher than the year before. 

Engaged in commercial banking busi- 
ness in forty-five states, the 8,236 state 
banks surveyed reported total gross 
earnings of $706,627,000 for the twelve 
months ending December 31, 1940. 
Their operating expenses in 1940 to- 
taled $501,703,000, resulting in net cur- 
rent earnings of $204,924,000 before 
recoveries and charge-offs. 

The percentage of net earnings to 
gross earnings for the forty-five states 
reporting in 1940 rose to 29.0 per 
cent, one point higher than the per- 
centage of 28.0 per cent shown for 
forty-five states in 1939. The highest 
percentage of net to gross earnings 
shown during the five-year period was 
29.4 per cent for forty-seven reporting 
states in 1937, while the lowest per- 
centage was 27.6 per cent for forty- 
five states in 1938. 

Gross losses on loans, securities, etc., 


in 1940 amounted to $148,523,000. 
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After deducting recoveries on loans and 
investment of $129,143,000 from gross 
losses, net losses for 1940 were only 
2.7 per cent of gross earnings, com- 
pared with net losses of 3.5 per cent 
of total earnings in 1939 and 10.6 per 
cent in 1938. 

Net profits after recoveries and 
charge-offs, but before dividends, for 
1940 amounted to $185,544,000, or 26.3 
per cent of gross current operating 
earnings, which is the highest percent- 
age of earnings conserved for dividends 
and reserves during the five years un- 
der review. In 1936 net profits were 
24.0 per cent of gross earnings in forty- 
four states reporting profits, in 1937 
they amounted to 19.5 per cent in forty- 
six states, in 1938 to 17.0 per cent in 
forty-four states, and in 1939 to 24.5 
per cent in forty-five states. 

After the declaration of cash divi- 
dends of $96,390,000 net profits in 
1940 were reduced to $89,154,000, or 
12.6 per cent of gross earnings, com- 
pared with net profits after dividends 
of 15.3 per cent in 1935, 5.8 per cent 
in 1937, 7.4 per cent in 1938, and 
11.0 per cent in 1939. 

Measured in terms of dollars for each 
$100 of deposits, net profits before divi- 


dends in 1940 ranged between $1.77 
and $0.46 per $100, with twenty states 
showing net profits of $1.00 or over 
for each $100 of deposits. The average 
net profit for the forty-four states in 


1940 was $0.95 per $100 of deposits, 
in comparison with an average net 
profit of $1.01 among forty-five report- 
ing states in 1939 and $0.91 in forty- 
three states showing profits in 1938. 


DEFENSE EFFECTS ON BANKING 
Monthly Report, The National City Bank of New York, New York City 


ANKING statistics give weekly evi- 
dence of the growing influence of 
the defense program upon the 

credit situation. Bank loans and invest- 
ments are mounting steadily . . . the 
rate of expansion is increasing, the 
rise for the first six months being 
greater than took place in all of last 
year. 

There is no longer any doubt 
that an important expansion of bank 
loans is under way. Since the begin- 
ning of the year loans of the reporting 
banks have increased by nearly a bil- 
lion dollars, and over the past twelve 
months by more than $1.8 billions, car- 
rying the total above $10 billions for 
the first time since 1937. Of these in- 
creases, all but a small portion has been 
in the “commercial, industrial and agri- 
cultural” classification, brokers’ loans 
continuing to reflect the low speculative 
activity in the security markets. 

The rise in the business loan group 
has been truly impressive, going for- 
ward week after week with hardly a 
break. Compared with the first of the 
vear, these loans of reporting banks 
have expanded by approximately $800,- 
000,000, making the aggregate gain 
$1.4 billions for the twelve months since 
last June. At the present level of 
around $5.8 billions, the total exceeds 
the previous peak reached in 1937 by 
more than a billion dollars. 

While borrowing to refinance capital 
structures at lower rates continues to 
figure in bank loan totals, the main in- 
fluence is clearly the defense program, 
with its enlarged needs for credit on the 
- part of defense contractors and sub-con- 
tractors and others affected indirectly 
by the huge sums being poured out by 


170 


the Government. According to prelim- 
inary results of a survey by the Fed- 
eral Reserve Board, defense loans out- 
standing by member banks in leading 
cities totaled $460,000,000 at the end 
of April, with commitments for future 
loans an additional $630,000,000; and 
the totals are constantly increasing. 
With the huge volume of defense spend- 
ing still to come, prices rising and busi- 
ness activity mounting—and taxes all 
the time increasing—indications are that 
the rise in commercial bank borrowing 
may go considerably further. 

Rapid as has been the expansion of 
loans, the expansion of bank holdings 
of securities has been even greater, 
owing mainly of course to growth in 
holdings of U. S. Government obliga- 
tions. For the reporting banks alone, 
these rose by $1.8 billions in the first 
half of the year, to a new high record 
of $14,304,000,000, more than $2%4 
billions above June a year ago. It may 
be assumed that here too the totals are 
due to go a great deal higher as the 
Government’s borrowing program ad- 
vances, although all recognize the de- 
sirability of keeping defense securities 
out of the banks as much as possible in 
order to avoid inflation. 

Deposits likewise are expanding, and 
are certain to go much higher along 
with increasing loans and investments. 
However, the interesting thing is that 
whereas in the past few years deposits 
were increasing faster than loans and 
investments, the reverse has been true in 
1941. The reason for this shift is 
mainly the falling off in gold imports, 
heretofore the principal source of de- 
posit increase and offset to currency 
expansion. With the diminution of 
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gold imports this year, the deposit-in- 
creasing role has been taken over by 
bank loans and investments, with the 


resultant deposit gain modified, how- 
ever, by the continued expansion of 
currency. 


THE SHAPE OF THINGS TO COME 


Fortune Magazine, New York City 


REEDOM cannot be totally de- 
fended unless we have regard for 
the future. We must sail on. But 

we are not sailing as Woodrow Wilson 
sailed, from a known point to a 
known point. We are sailing as Colum- 
bus sailed, from a known point to one 
that is unknown. 

But Columbus knew that the land was 
there. And so do we. We know it is 
there by inference. We can infer that 
it is there from the fact that we are a 
people who love and understand free- 
dom; a people who understand and 
enjoy industry; a people at home in 
the sciences; a people of faith, and im- 
agination, and adventure. These are 
the known data of our future land. If 
we sail on we shall see it rise before us 
out of the horizon. 

And as a matter of fact we can even 
infer some of the characteristics of-that 
land—that future industrial democracy. 
We can infer them from an analysis of 
the basic struggle of our time—the 
struggle that has put us in such terrible 
danger. It is the struggle between in- 
dustry, the irrepressible giant, and na- 
tionalism, which we inherit from an 
older world. 


All the major struggles of the past . 


decade—the struggle between risk and 
security, the struggle between laissez 
faire and socialization, the struggle be- 
tween enterprise and the state—are 
rooted in this deeper conflict between 
the industries of man and the boundaries 
of man. The surge of industry is ever 
outward. But nations clutch their des- 
tinies to themselves. To the irresistible 
forces of industry they oppose immov- 
able barriers. And the results in our 
time, in nation after nation, have been 
industrial frustration, unemployment, 
infinitely. mounting public debt, and a 
pathological emphasis upon “security.” 


Of all the modern rulers only Hitler 
has thus far found a solution to this 
fundamental problem. He has found it 
by nationalizing industry and then mili- 
tarizing the nation. In short, he has 
solved the conflict by the total destruc- 
tion of freedom. And according to our 
lights, that is no solution at all. 

There is only one direction in which 
we can turn for our solution. That is 
not to nationalism, but to international- 
ism. Our solution must be a solution 
for other peoples—other freedom-loving 
peoples—as well as for Americans. 
Otherwise it cannot be a solution for 
Americans. Call it idealism or call it 
self-interest, the fact is that Americans 
must take upon themselves responsibil- 
ity for freedom and plenty in other 
lands. They must participate, economi- 
cally and politically, in a new and 
larger area of freedom, just as faithfully 
as they now participate in that great 
area of freedom which we call the 
United States. They must resolve the 
conflict between industry and nationa!- 
ism by undertaking a new citizenship; 
an international citizenship; a citizen- 
ship that will transcend the mere bound- 
aries of the United States, in order to 
reach the meaning and purpose of the 
United States—plenty, produced by free 
people at peace. 

Such are some of the inferences that 
we can draw, from the known data of 
our time, concerning the elementary 
characteristics of that future time. But 
let us remember this. We are compet- 
ing against Hitler, not alone for arma- 
ments, but for the shape of things to 
come. The power and realism of our 
imagination is just as important, to de- 
feat him, as the power and realism of 
our industrial effort. The survival of 
industrial democracy depends upon vic- 
tory in both these objectives. 
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LIVING COSTS FOLLOW WORLD WAR TREND 


Division of Industrial Economics, The Conference Board, New York City 


HE cost of living in many coun- 

tries, not only in Europe but else- 

where, is following much the same 
course in this war as it did in the early 
years of the World War. 

This trend is upward, with the climb 
naturally varying from country to coun- 
try. But while living costs rose in the 
first year or two of the World War, the 
really phenomenal advances occurred 
generally near the end of the war and 
usually reached their peaks in the early 
post war years. 

In the early parts of both war periods, 
increases were relatively great in the 
United Kingdom and small in the 
United States. By September, 1940, 
England’s living costs had advanced 21 
per cent—and by July, 1915, they had 
gone up 25 per cent. In the United 
States, living costs were practically sta- 
tionary in the first year of the World 
War; in the first year of this war, they 
advanced 2 per cent. They were in 


May, 1941, about 4 per cent higher than 


in August, 1939; at the end of the first 
two years of the World War, living costs 
here had risen about 7 per cent. They 
continued to rise until June, 1920, when 
they reached a height 101 per cent 
above the July, 1914 point. In that 
month, food prices hit a ceiling of 226 
points and the next month clothing costs 
reached their height of 266 points (July, 
1914, as 100). 

If living costs should follow their 
World War courses, the people of Eng- 
land would experience advances in total 
living costs over those of September, 
1939, of as much as 48 per cent by 
September, 1941; and of as much as 80 
per cent by the end of September, 1942. 

The relative rates of increase in liv- 
ing costs in the two war periods in 
countries like Germany and France are 
difficult to ascertain because of absence 
of indexes in the earlier period. With 
rigid price control in effect in Germany. 
living costs in that country advanced 
only about 5 per cent up to August, 


1940, a much smaller increase than 
probably took place in the first year of 
the World War. By July, 1920, living 
costs were 835 per cent higher than in 
July, 1914, and food alone was 1,167 
per cent higher. The peak was reached 
in September, 1923, when living costs 
in Germany were 1,500 million per cent 
higher than in July, 1914. 

In Santiago, Chile, living costs in- 
creased 1] per cent in the first year of 
the World War and 22 per cent during 
the first year of this war. In Lima, 
Peru, the comparable figures are 8 per 
cent and 9 per cent. 
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THAT TEN-TO-ONE RATIO 


BANKERS are beginning to inquire as to 
how and by what means the idea was 
accepted that there is any logical con- 
nection between deposits and invested 
capital in a bank. 

Someone years ago suggested that if 
the bank had one dollar of its own as 
capital it would be safe as a security 
for ten dollars of deposits, and for some 
reason, and without much thought, the 
idea became prevalent and a sort of 
common law. True, it has been shifted 
from time to time in some localities, but 
always apparently with the idea that 
there was something logical about re- 
quiring a proportion between deposits 
and invested capital. 

In this time of rapidly increasing de- 
posits a vast amount of which remains 
in idleness in the bank, the grotesque- 
ness of the old idea becomes obvious. 
The question seems reasonable as to 
why banks should issue more stock, and 
thus add to the already redundant cash 
balances on hand for which there ap- 
pears to be no present use and from 
which no profit can be obtained. And 
what argument can be used to persuade 
people to invest their money therein?— 
Idaho Bankers Association Bulletin, 
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Recent Speeches Given Before National, 
Regional or State Groups — Digested 
or Eacerpted for Your Convenience... 


PREPAREDNESS FOR BANKING 
By Max STIEc 


Cashier, Dairyman’s State Bank, Clintonville, Wisconsin, and Retiring President, 
Wisconsin Bankers Association 


F preparedness is good for the nation, 

Tae is it not good for banking? 

Why not consider now what we may 

do during our defense program that will 

help banks to be better prepared to 
carry on when the emergency is over? 

I would like to suggest that in addi- 
tion to the recognized need for con- 
tinued sound management, banks: .(a) 
codperate with the Government in con- 
trol of all inflationary processes by 
helping in the sale of Defense Bonds 
to the private holder; (b) avoid loans 
to anyone which in any way finance 
speculative purchases of commodities or 
real estate and thereby raise the price 
structure; (c) avoid any substantial 
commitments in long term loans regard- 
less of their name or security; (d) be 
alert to changes in accounting methods 
and bank equipment to make use of 


every time saving and cost cutting pro- 
cedure available; (e) make your own 
loans in home territory and scrutinize 
with the utmost care any investment, 
regardless of its name or presumed se- 
curity, that must be marketed by an 
agency; (f) amortize as much as pos- 
sible the repayment of the principal of 
all loans made; (g) be alert to changes 
and not adverse to changing your own 
thinking, be especially alert to changes 
in industries and businesses that will 
take over after the war, perhaps the 
airplane, synthetic chemicals, reinforce- 
ment of foods with vitamins or other 
products from the research laboratories; 
(h) continue to keep large cash re- 
serves, avoid everything with a specu- 
lative appeal and above all continue to 
serve the public honestly and well.— 
From an address bejore the recent Wis- 
consin Bankers Association convention. 


FOREIGN DEPARTMENT MAINTENANCE ESSENTIAL 


By Harry SALINGER 
Vice-President, The First National Bank of Chicago, Chicago, IIl. 


‘ 
HOUGH the world is at war, from 
a self-interest standpoint, we must 
maintain, particularly today, for- 
eign banking organizations that can 
perform in the face of difficulties, or it 
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may reflect on the standing of our re- 
spective banks and the banking frater- 
nity as a whole. 

We must not forget that in normal 
times—i.e. non-war—world business 
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absorbs surplus production, helps to 
maintain employment, and aids in keep- 
ing our economic system healthy. That 
is particularly true of the United States, 
despite any foolish arguments to the 
contrary. Another important end result 
of fostering international trade and 
economic relations is the creation of 
contacts with foreign nationals, which 
when done on a mutually attractive and 
profitable basis, tends to assist in the 
better development of understanding 
among peoples of each other, and helps 
in establishing that degree of consid- 
eration and tolerance so necessary for 
world peace. In short, world trade is 
very necessary to the maintenance and 
development of free institutions. 

Yes, we must admit that the world of 
today is anything but normal. Econ- 
omic, political and cultural relations 
are either stymied or undergoing de- 
struction. It therefore behooves us to 


enroll as a team, in other words to 
draft ourselves, as foreign bankers, to 
assist our Government and our own in- 
stitutions in keeping open the channels 
of international activity. This is very 


important. 

Let us not give up our foreign depart- 
ment organizations because the direct 
profits of other days are absent. Let 
us not overlook both indirect profits— 
good will—and the need for being ready 
for the trade war which will inevitably 
follow the military war. 

It takes years to build an organiza- 
tion that clicks and can redound to the 
benefit of its parent organization. Re- 
member that many good domestic, com- 
mercial, trust, bond and real estate 
accounts and contacts are developed or 
created for the parent institution by the 
activities of a good foreign department 
—large or small—These are some of 
the indirect profits mentioned above. 

I know some will say it is almost 
impossible to keep abreast of the multi- 
tudinous rulings and changes attendant 
upon our type of activity. But you can, 
if patient, and not too scared, assist 
your clients in analyzing their problems 
‘pertaining to shipping, license pro- 
cedure, exchange controls or rulings, 
and give them an economic size-up of 
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countries and credit checkings. They 
will bless you for this, because the 
world is terribly confused, and the good 
banker is supposed to keep his feet 
planted and have an ability to break 
a problem into its component parts. If 
he can’t do the latter, he can’t be classed 
with the good doctor or lawyer, whose 
principal asset in trade, besides ex- 
perience, is an ability to know where 
to obtain information bearing on his 
problem. 


We must and should maintain our 
foreign departments in efficient shape, 
because we can’t get experience in this 
world on the “easy-payment” plan, and 
we as foreign bankers must be ready, 
in so far as we can, to assist our gov- 
ernment now on a possible threshold of 
war. We can, and must, be helpful. 
We should be in a position to aid clients 
engaged in foreign trade, or who are 
owners of foreign investments of one 
kind or another, be it plant, stocks, or 
bonds. If we don’t, won’t, or cannot, 
our clients may gravitate to other banks 
who can and will, aid. 


Our Government has drafted men for 
the army and navy, and wealth to meet 
the heavy expenditures, so let us be well 
trained and ready to help wherever 
possible in international trade activities, 
as patriots. Our first consideration 
should be to assist — profit should be 
secondary. 

I know there has been much mystery 
attached to foreign banking. This 
should not be so, and it has the effect 
of unnecessarily directing some of our 
bankers to go shy of anything inter- 
national. 

There is nothing that can so quickly 
and effectively establish good will and 
potential business as the clearance of a 
foreign problem for. a concern, particu- 
larly after they have failed to obtain 
help elsewhere. 

I think it might be weli again to 
emphasize to our fraternity the need 
of maintaining foreign departments 
and keeping organizations able to: Act 
efficiently on today’s problems; Meet 
intensive post war competition; Become 
directly and individually active mem- 
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bers of the American team to foster 
free institutions and assist in an effort 
toward establishing world equilibrium; 
Assist constructively our own banks and 


the whole banking structure in these 
difficult times. — From an address be- 
fore the Bankers Assocoation for For- 
eign Trade convention. 


FOOTING THE DEFENSE BILL 


By Myron F. Converse 
President, Worcester Five Cents Savings Bank, Worcester, Mass. 


Wi now are passing into another 


phase of the new economy. The 

first hurried stages of defense 
plans have reached the point where 
broad-scale production of armaments 
lies directly ahead, unless labor and 
material difficulties slow down the pace. 
Assuming that we achieve a major share 
of defense plans, then we must begin 
paying the bill at once. It will be a 
stupendous bill, too. If not well con- 


trolled, there are many dangers in it. 
It is an encouraging sign that the 
Administration intends to foot this bill 
as far as possible out of current revenue, 
depending upon bond sales for the bal- 
I believe that a proportion of 


ance. 
two-thirds taxation and one-third bonds 
has been set. Already the Congress pre- 
pares to levy higher individual and cor- 
porate taxes and possibly new forms of 
taxes, such as a Federal impost upon 
retail sales. We are likely to see the 
lower income brackets still further 
lowered. 

Undoubtedly such measures are neces- 
sary. But let us approach them warily 
and not levy taxes so high or so numer- 
ous that they will bow down business 
and the average citizen to an unbear- 
able degree. Excessive taxation defeats 
its own purpose, partly by evasion, but 
more largely by strangling personal and 
business activities. We have Admin- 
istration assurances that spending for 
other than war needs shall be curtailed. 
Evidences of that policy would be heart- 
ening and, I have no doubt, will be 
forthcoming. The gain in employment 
—more than two millions of workers so 
far this year—easily stands out as the 
principal benefit derived from the new 
economy, aside from its defense aspects. 
Relief rolls are lower and expenditures 


for “created work” tend downward, but 
less rapidly than might be wished. 
Every man put to work converts a lia- 
bility into an asset. 

If we are to sustain and survive this 
new war economy—as I have confidence 
we can and will—it is of overshadowing 
importance that steps be taken now to 
capitalize upon the benefits of decreased 
idleness, of increased employment, and 
the natural acceleration that develops 
out of activity, no matter how inspired. 
For ten years—and long years—we saw 
the spiral of our national activity go 
downward, or stand still. Today we 
watch that spiral go upward with such 
speed we well may take thought of ways 
and means to utilize some of this energy 
for permanent, beneficial purposes. 

It is essential that checks upon con- 
sumer credit be studied with reference 
to the new order. Our national ten- 
dency to buy ahead of income has 
reached proportions unknown before. 
The purchase of necessities and luxuries 
upon promise to pay tomorrow now en- 
gages governmental attention. Although 
such buying has done much to stimulate 
and maintain production in numerous 
lines of industry during a period of 
need, we confront a situation where 
probably we can dispense with a measur- 
able part of such production, in the 
national interest. Yet we have upbuilt 
—and have upon our hands—a compli- 
cated system of merchandizing and 
financing, embodying the happy concep- 
tion of enjoyment today, payment to- 
morrow. What shall we do with this 
system ? 

We enter this period of difficulties, 
national and international, with the 
largest sum of savings capital ever held 
by the American people. The principal 
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agencies holding this capital, including 
the Government, perhaps have 75 bil- 
lions of savings credited to a hundred 
millions of Americans. 

Much can be learned from the course 
of war time financing and saving in the 
British Isles. I think that the facts may 
astonish some of you. At the end of 
August, 1939, savings held by the three 
principal agencies represented a billion 
and a half pounds. Last December 31 
they had gone forward to two billions 
of pounds—a one-third gain. More re- 
markable than the amount involved, the 
number of savers actually rose ten mil- 
lions. This was accomplished to a con- 
siderable extent by the organization of 
savings groups in plants, stores, agri- 
cultural communities, and so on. Each 
member pledged to save a stated sum. 
The result has been most impressive. 
But these savings proved inadequate to 
pay for the war, or any sizable part of 
the bill. Therefore the government is 
embarking upon a plan of compulsory 


HERE seems no need for panic or 
haste in curtailing instalment credit, 
as corrective forces already are at 

work through a trend toward larger 
down payments and shorter maturities, 
coupled with prospective shortages of 
consumer goods and reduced spendable 
income because of higher taxes and De- 
fense Bond purchases. 

Instalment financing is sound in prin- 
ciple and practice, proved by the history 
of lending agencies through depressions. 
The 1939 United States census of busi- 
ness shows that 64 companies went 
through the recession of 1920-21 with- 
out a single failure, and that during the 
years from 1925 through 1933 there 
were only 20 known failures which en- 
tailed loss to creditors. 

Consumers did not repudiate their 
‘debts en masse but merely tightened 
their belts until they could pay what 
they owed and buy more. Losses on 












SOUNDER CREDIT TERM TREND ESTABLISHED 


By E. A. Mattison 
President, Timeplan, Inc., Chicago, Iil. 


saving—the like of which I trust we 
never shall adopt in this country. Last 
year the unmarried man earning $100 a 
month in England paid income taxes of 
$150, a point to be remembered in ad- 
justing our lower brackets. The same 
man, for the coming year, must pay 
$110 additional. Out of the sum the 
government will credit $71 in the books 
of the Post Office Savings Bank—pay- 
able after the war. Now “after the war” 
has an ominous sound, but, in the end, 
a host of people who have not attempted 
to save anything for the time to come, 
may be taught that valuable lesson. 
Here at home we, too, have just 
launched the greatest savings effort, to 
pay for the greatest spending effort. In- 
creased thrift capital is essential to 
finance the defense program. Mutual 
savings banks stand prepared to help 
the Government and the public in meet- 
ing national demands.—From an ad- 
dress at the recent National Association 
of Mutual Savings Banks conference. 


retailer’s open accounts and consumer 
instalment notes averaged no more than 
114% per cent on either occasion—far 
less than the 20 per cent average loss 
on merchandise or the 33 to 50 per cent 
loss on real estate or the 75 per cent 
loss on stocks and bonds, according to 
the report. 

After 1933, instalment terms were 
lengthened to bring monthly payments 
within the reduced public buying power. 
When the FHA in 1934 granted terms 
of three to five years without down 
payment on household appliances, in- 
stalment terms became really extended. 

That there were abuses no one can 
deny, but if there ever existed good 
reason for extended terms it existed in 
1934 with the national income reduced 
to $54,000,000,000. Rapid gains fol- 
lowed the expansion of sales stimulated 
by the extended terms, but ‘loss ratios 
were reduced because of such safety 


176 THE BANKERS MAGAZINE for August, 1941 













ee ae ae 


factors as lowered cost and stabilization 
of model changes. 

From 1938 on, an increasing number 
of banks entered the instalment financ- 
ing field. Banks now account for one- 
third of all the volume of instalment 
sales financing and cash lending. This 
trend to banks is significant. 

They can provide consumer financing 
at lower cost because they have their 
investment in the local community, have 
the funds and staffs, and as a construc- 
tive factor have their vital interest in 
the welfare of their public. Increasing 
bank leadership in consumer financing 
at lower cost should mean that the 
American worker may maintain pur- 
chasing power through instalment buy- 
ing, a system which has made mass pro- 
duction possible and contributed so 
greatly to that industrial dominance 
which is so useful to us now in the de- 
fense program. 

But with the national income now ap- 
proaching $85,000,000,000, there is no 
valid excuse for the continuance of ex- 
cessively easy terms. 

The purchaser now should be able to 


make a satisfactory down payment and 
liquidate the balance in something like 
the standard period prevailing before 


the depression. Strengthen terms in 
good times, lengthen terms in bad times, 
appeals to me as a sound logic proved 
by the experience of the past 25 years. 

Some of this thinking is shared by 
leaders in the instalment financing field, 
but delay in effecting the change has 
been due to keen competition, includ- 
ing that of Government agencies such 
as EHFA and FHA. However, con- 
sumer credit can be controlled effec- 
tively without resorting to drastic pro- 
posals which would require 50 per cent 
down and the balance in ten months. 

It will require leadership, but I be- 
lieve the banks can supply this. It is 
quite possible that discussions now go- 
ing on will result in benefits alike to 
the Government in its defense program, 
to consumer credit lenders and to the 
consumers themselves. On the Pacific 
Coast the terms on household avpli- 
ances are being revised, with the whole 
hearted codperation of dealers. 
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Since much present production must 
be diverted to defense, it would be bet- 
ter to curb production of consumer 
goods by priority restrictions on raw 
materials, or an agreed reduction of out- 
put as with automobile manufacturers. 
This would accomplish the objective 
swiftly whereas it would take legislation 
to establish Federal control over con- 
sumer credit because every retailer and 
all cash lending activities would have 
to be regulated as well as the sales 
financing agencies. 

While Federal regulation of terms 
might be unnecessary as a vital defense 
need because of other means already 
provided to control production, there is 
likely to be Federal regulation of con- 
sumer credit terms because of Govern- 
ment’s efforts to control inflation. It 
could hardly be expected that buying 
power amounting to billions represented 
by consumer credit could be left unregu- 
lated while price ceilings, quotas and 
other means of control were being 
placed on other enterprises. The con- 
sumer credit industry should make an 
effective voluntary effort to slow down 
demand for consumer goods by reduc- 
ing maturities and increasing down pay- 
ments. It is in the interests of the busi- 
ness and an obligation to instalment 
buyers to do everything possible to effect 
slowing down of demand so that when 
regulations become necessary they would 
apply only as a further braking power 
and would not have to be applied so 
drastically as to cause complete loss of 
buying power to some groups simply 
because voluntary efforts had failed. 
Caution with respect to the alteration 
of terms on used cars should also be 
exercised, since such transportation is 
usually the sole means available to mil- 
lions of defense workers. 

The trend of terms for instalment 
sales already is definitely toward shorter 
shorter maturities and larger down pay- 
ments. Further, shortages of merchan- 
dise as they appear will cause merchants 
to be less anxious to sell on unsound 
terms. Coupled with increased taxes 
and Defense Bond purchases this will re- 
duce spendable income and automatic- 
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ally curtail the demand for consumer 
goods. 

There seems no need for panic or 
haste with respect to restricting con- 
sumer credit terms. The corrective 


forces already are at work. The trend 
toward sounder credit terms has been 
established.—From an address before 
the recent National Retail Credit As- 


sociation convention. 


DEFENSE RESTRICTION PROBLEMS 


By Henry H. HEIMANN 
Executive Manager, National Association of Credit Men, New York City 


LTHOUGH production is rising and 
consumer demand is greatly in- 
creased, some lines of business are 

seriously feeling the pinch of the de- 
fense program. Theirs is not a choice 
of guns or butter. Unable to carry on 
in their regular operations, because of 
defense program restrictions on their 
sources of materials or their markets 
for sales, they are likewise unable to fit 
themselves into the production of de- 
fense goods on any important scale. 
They are faced with prospects of neither 
guns nor butter! 

To the work of the credit executive 
whose firm is supplying such fields, 
there is added the problem of analyzing 
that more recent “c” of credit accepta- 
bility: conditions. Capital, capacity, 
character, and coverage, as to insurance 
protection, may be present in sufficient 
degree but conditions beyond the con- 
trol of the particular customer can be 
as hampering as the lack of any of the 
other factors. 

Two of the many subjects in the head- 
lines in recent weeks have been the mat- 
ter of prices and the drive to alter down 
payments and payment periods in in- 
stalment selling. 

With defense demands on industry 
rising and a big upturn in consumer in- 
come coinciding with those demands, 
there has been advocacy of policies de- 
signed to check inflationary tendencies 
and aid defense production by restric- 
tions on instalment selling. It appears 
to be rather generally accepted that we 
will witness some type of Federal con- 
trol or pressure in the direction of 
larger down payments and somewhat 
‘shorter periods of payment. 

Effective July 7, terms on the pur- 
chase of appliances sold through the 


Electric Home and Farm Authority were 
tightened. That this was as much a 
matter of national example as it was a 
case of EHFA policy was emphasized in 
the accompanying statement that the 
new instalment credit restrictions were 
expected to contribute to national de- 
fense by diverting labor and materials 
from regular to defense production 
channels, 

With the reported interest in “forced 
savings,” with higher taxes being urged 
both as a means of meeting defense costs 
and curbing rising purchasing power, 
with Defense Bonds on sale for similar 
reasons, the atmosphere appears con- 
ducive to success for a move toward less 
liberal instalment policies. 

Consequently, it is well for all who 
have any interest—direct or remote—in 
instalments to ponder this trend. But 
if such controls are to be set up, this 
must not be done because of a mistaken 
notion that instalment selling is vicious 
and uneconomic per se. 

Abuses have been existent in this as 
in any fast-growing business develop- 
ment but on the whole these abuses have 
been largely corrected through co- 
operation within the industry and with 
interested outside groups. It was, of 
course, a matter of self-protection to 
correct them. 

On the other hand the contribution 
made to employment, by lower unit 
costs through greater production and 
distribution of goods, and to the raising 
of our standard of living has been ex- 
ceedingly worthwhile and has far out- 
weighed any specific abuses within that 
field.—From the Monthly Business Re- 
view of the National Association of 
Credit Men. 
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Digests of Recent Ideas, Campaigns, 


Disappearing Message 


An especially clever advertising piece 
is being used by The Irvington National 
Bank, Irvington, New Jersey. Made in 
postcard size, with place for stamp, the 
front of the card reads: “An important 
message for,” and space is provided for 
name and address of the recipient to be 
typed in. In one corner is printed: 
“The important message herein con- 
cealed, when dipped in water is re- 
vealed.” Few recipients, of course, 
could resist following instructions. 
When dipped in water the following 
message plainly appears: “Your val- 
uables might disappear as fast as the 
message on this card. Rent a safe de- 
posit box today!” followed by the 
bank’s signature. As the card dries, the 
message completely disappears again. 


Local Defense Activity 


In a recent issue of its monthly 
Journal, The Union and New Haven 
Trust Company, New Haven, Conn., 
summarizes defense activities in the New 


Haven area. Space is devoted to: Con- 
tracts and plant expansion; payrolls; 
placement for subcontract orders; hous- 
ing and migrant worker; industry ahead 
of the public; some financial aspects; 
tax problems; United States Defense 
Bonds. In each section recent figures 
show how local industries and indi- 
viduals are sharing in the defense effort. 
Tables show comparison of British and 
U. S. proposed estate taxes, and outline 
the Defense Bond and Stamp details. 
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Advertisements, etc. 


Defense Suggestions 


Tied up directly with the defense 
program is a recent ad of The Morris 
Plan Bank of Virginia, Richmond, Va., 
captioned “7 National Defense Sugges- 
tions That Fit Into the Defense Program 
But Can Definitely Benefit You as an 
Individual.” The bank advises: 


“1. Save heating fuel. Insulate the 
attic and sidewalls of your home. 
Weatherstrip all windows and doors. 
Clean out chimneys and flues. Repair 
and modernize your heating system. 

“2. Convert part of your home into 
a flat or apartment to be rented out to 
workers in the defense areas. 

“3. Save for taxes. Income taxes pay- 
able next year will be considerably 
higher. Begin now to save enough each 
month so that you will have the money 
to pay yours promptly. 

“4. Buy fuel in summer. Relieve 
strain on transportation facilities during 
winter. Take advantage of summer 
prices. 

“5. Reduce your monthly outlay by 
consolidating all charge accounts, in- 
stalment contracts, and other obliga- 
tions into one bank loan, so that you 
can buy U. S. Defense Bonds. 

“6. Pay your bills. Borrow the 
money, if necessary, so as to release 
money to others to buy Defense Bonds. 

“7, Be business-like. This is no time 
to be slipshod or careless in your per- 
sonal financial affairs. Think ahead and 
plan ahead. You will find the greatest 
measure of security and peace of mind 
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“EYE-CATCHERS” 


These bank ad heads caught our 
eye and made us read the ad. How 
about you? 


You May Be Losing Money 
Because We Haven’t Made It 
Plain 


—The Barnett National Bank, 
Jacksonville, Florida. 
Do You Need a Bath? 


—Morris Plan Bank, Syracuse, 
N.Y. 


r 
Debt is a Quicksand 


—The Fort Worth National 
Bank, Fort Worth, Texas. 


Country Cross Roads, Too, 
Present a Problem... 
—Valley National Bank, Phoe- 
nix, Arizona. 
The Legions of Credit are 
Mobilized 


—The Chase National Bank, 
New York, N. Y. 





by starting now to get in the soundest 
possible financial condition.” 

Opposite each of these suggestions, 
The Morris Plan Bank lists specific serv- 
ices available to the reader to aid him 
in following the advice: Modernization 
loans; savings; personal loans; check- 
ing accounts; safe deposit boxes; 
monthly payment home ownership plan; 
etc. 


Advertising Formula 


Albert Frank-Guenther Law, Inc., 
New York City, has published a booklet 
for distribution to bank advertising 
executives, entitled “Forumla for Suc- 
cessful Bank Advertising.” Written by 
David M. Wall, author of “New Busi- 
ness Development for Banks and Trust 
Companies,” it defines five basic prin- 
ciples contained in successful bank ad- 
vertising: Definite objectives an ade- 
‘quate budget; choice of the right media; 
sound advertising copy; and, a regular 
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schedule. Other subjects discussed in- 
clude: Features a bank has to sell over 
and above its regular services; selecting 
the right advertising agency; etc. 


Victory Bond Poster 


With colorful 22 by 30 inch posters 
headed “Hold High the Torch of Free- 
dom,” the Bank of Montreal, Montreal, 
Canada, is boosting the sale of Canadian 
Victory Bonds in all of its branches, 
A hand holding a flaming torch, repro- 
duced in full color, illustrates the 
poster. Copy is short, reading: “Buy 
Victory Bonds. Full information at all 
offices of the Bank of Montreal.” 


‘*What Can I Do?’ 


Answering the question “What can I 
do to help the defense program?” The 
Bowery Savings Bank, New York City, 
in its recent semi-annual statement, sug: 
gests: 

“You can take direct and immediate 
part in protecting the freedom and the 
safety of our country; 

“You can help keep Americans busy 
and prosperous and can assist great 
numbers of our own people in making 
a better living; 

“You can help yourself, too, as well 
as your countrymen, by share in profit- 
able investments by our own Govern- 
ment. 

“To help—and the need for your help 
is real—purchase United States Defense 
Bonds and Stamps!” 


Defense for Investments 


The First National Bank of Chicago, 
in its recent semi-annual statement of 
condition folder, ties its supervised 
agency trust department service up in 
a timely manner with national defense. 
Copy, in part, reads: 

“Like nations, investments need de- 
fense. Your own investment portfolio, 
for example, will benefit from the best 
safeguards you can provide against 
change and obsolescence in industry— 
against the recurrent changes in social, 
economic, and business conditions. 

“In your efforts to protect your prin- 
cipal and to secure regularity of income, 





Tie performer’s feat is easy compared with 
balancing the family budget when bills start 
piling up due to a financial emergency. 


Yet, hundreds of Arizonans have learned the 
quick, easy, economical way to meet such 
situations and preserve their credit records. The: 
have taken advantage of thrifty Valley Ban 
Personal Loans. In fact, Valley Bank Personal 
Loans are offered to meet just such financial 
needs of credit-worthy men and women. 


Amounts up to $300 are quickly available at 
a cost of just $10 a year, only 84c a month, for 
each $100 borrowed. Repayment is made in 
twelve convenient monthly instalments. The entire 
Personal Loan transaction is kept confidential, 
and is handled with the same ony and 
consideration as any other type of Bank loan 


When you are faced with the “feat” of bal- 
ancing YOUR budget come in for a friendly dis- 
cussion and an economical solution of your problem. 


VALLEY NATIONAL BANK 


NINETEEN FRIENDLY CONVENIENT OFFICES * MEMBER F. D. I. C. 


THRIFTY PERSONAL LOANS FOR EVERY USEFUL PURPOSE 


Attractive layout, an intriguing illustration, and simple, human copy com- 
bine to make this recent newspaper advertisement of the Valley National 
Bank, Phoenix, Arizona, an effective piece. 


you can use The First National Bank 
as your investment advisor. .. .” 


Statement Explanation 


In a foreword to their recent semi- 
annual statement of condition, The 
Tradesmens National Bank of Oklahoma 
City, Oklahoma, tells its customers: 


This statement will disclose that this bank 
is in a very solvent and liquid condition. 
The total of its cash and high grade bonds 
is about equal to its deposit liability. Not- 
withstanding the interest on loans made 
and bonds owned has been very low, the 
bank has paid its usual semi-annual divi- 
dend, has reduced the amount for which it 
carries its building, furniture, fixtures and 
vault, and has added to its surplus and is 
going into the last half of the year with a 
substantial reserve account. 

The demoralization of the entire world 
is now greater than it ever has been in the 
past. Never before was war so general, in- 
volving about all the countries, including 
the Islands of the Seas, directly or indi- 
rectly, with the possible exception of the 
South American countries, and including 
our own country. Under these conditions 
great changes are bound to result and in 
the end the standard of living is certain 
to be lowered and general conditions in the 
world greatly changed. 

At this time conditions are such as would 
indicate that fhis great war might continue 
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until the world is exhausted, and under these 
conditions it is difficult to chart the course 
that the bank should follow in the future. 
But whatever happens it means to be pre- 
pared at all times to discharge its obliga- 
tions on demand—and particularly to follow 
a course that will justify the continued con- 
fidence of its customers and friends. 


Small Manufacturers Advice 


The Fidelity Union Trust Company, 
Newark, N. J., in a recent newspaper 
advertisement offers timely advice to 
small manufacturers to codperate with 
the Office of Production Management in 
making known their facilities. The bank 
points out, in a box: “Recently a large- 
scale Brooklyn manufacturer had to let 
a contract for small parts to a firm in 
Tucson, Arizona, because the OPM rec- 
ords did not show where they could be 
produced any nearer to the main plant.” 
The ad then suggests: 

“The Government in its total defense 
efforts desires to use the facilities of all 
plants, large and small. 

“A recent report stated that many 
small manufacturers have been sur- 
prised because they have not received 
sub-contracts in United States defense 
work. The reason is that the Office of 
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Production Management, Washington, 
D. C., has no record of their qualifica- 
tions and productive capacities because 
OPM questionnaires have been ignored. 

“When you receive a questionnaire 
from OPM, don’t lay it aside or throw 
it away. Answer it at once. Or, lack- 
ing the questionnaire, send OPM a de- 
tailed statement describing your line of 
work and your capacity for handling 
it.” 

A second box on the ad invites manu- 
facturers to confer with officers of the 
bank for loans to fulfill defense con- 
tracts. 


Blotter Series 


A series of attractive and useful 
calendar-ruler-blotters is being issued 
for counter and direct mail use by the 
Rochester Trust and Safe Deposit Com- 
pany, Rochester, N. Y. Each blotter 
measures 314 by 6% inches, and carries 
a calendar for the current month, a 614 
inch ruler imprint, and a reproduction 
of the Rochester Trust’s building, in ad- 
dition to a short sales message. One 
blotter, for example, suggests: “There’s 
privacy as well as protection for your 
important papers, Defense Bonds and 
other valuables in a safe deposit box.” 
Another reads: “Don’t go away without 
safeguarding your travel funds by con- 
verting them into Traveler’s Cheques or 
obtaining a Letter of Credit.” One re- 
garding trust service suggests: “Summer 
is play time—give Rochester Trust the 
care of your securities and enjoy real 
freedom. Consult our trust department.” 


Anniversary Celebration 


An unusual bank anniversary celebra- 
tion is described in a recent public re- 
lations bulletin issued by the Wisconsin 


Bankers Association. In this bulletin, 
H. C. Wilke, president of the Bank of 
Two Rivers, Two Rivers, Wis., tells of 
his bank’s fiftieth anniversary program. 
The bank took over a local motion pic- 
ture theater for one whole day, offering 
the community a free show. The picture 
“Your Money and Mine,” produced by 
‘the Wisconsin Bankers Association Pub- 
lic Relations Department, was secured, 
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also the film “Back of Banks and Busi- 
ness,” produced by the Federal Reserve 
Bank of Minneapolis. In addition, the 
bank purchased the picture “Gallant 
Sons,” starring Jackie Cooper and 
Bonita Granville, to round out a two- 
hour program. 

In the morning the films were shown 
to all high school students, including 
the seventh and eighth grades, number- 
ing about 1,000. In the afternoon 700 
students of local parochial schools at- 
tending the show. Hundreds of people 
were turned away at the first evening 
performance, but many returned for the 
second showing when another 700 at- 


tended. 


Perpetuation or Conservation? 


Under the above caption a recent ad- 
vertisement of the State-Planters Bank 
and Trust Company, Richmond, Va., 
sets forth a simple, straightforward, in- 
teresting explanation of its trust service: 

“From time immemorial man _ has 
sought perpetuity. There have been 
vain quests for a fountain of youth; 
scores of attempts have been made to 


build perpetual motion machines; efforts 


similar to the pyramids were designed 
to perpetuate the memory of a person, 
race or civilization. But perpetuity re- 
mains an evasive secret. 

“Property or wealth has proved not 
only impossible to perpetuate, but ex- 
ceedingly difficult to conserve for a mat- 
ter of four, three or even two genera- 
tions. Family investments, double taxa- 
tion, rapid economic changes and many 
other factors undermine and ravage 
wealth, particularly inherited wealth. 

“In managing trust accounts State- 
Planters claims no secret formula to 
perpetuity nor is it endowed with any 
special prescience. It does claim a 
highly-trained, hard-working staff that 
constantly studies, analyzes and _inter- 
prets facts and figures in this rapidly 
changing economic picture. And it 
holds firmly to a belief that constant 
study and group judgment are prerequi- 
sites to successful property management 
today. 

“Its trust services are built on these 
principles.” 
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BRIEFS 


Items of Interest from Many Sources— 
Condensed for Quick Reading 


Brigadier General Ayres 


A career of several decades in the 
U. S. Army, active and reserve, reached 
a peak for Col. Leonard P. Ayres, sixty- 
one year old vice-president-on-leave of 
The Cleveland Trust Company, Cleve- 
land, Ohio, when he was recently nomi- 
nated by President Roosevelt for pro- 
motion to the rank of brigadier general. 
Col. Ayres, a veteran of World War I, 
in which he was chief statistical officer 
of the U. S. Army and the American 
Expeditionary Force, again is filling the 
same post as the army’s chief man of 


figures in World War II. 


Continental Chairman Hasler 


Frederick E. Hasler, for the past ten 
years chairman of the executive commit- 
tee of The Continental Bank and Trust 
Company, New York City, has been ele- 
vated to the chairmanship of the board 
of directors of the bank. 


Fifty Years Service 


R. B. Dayton, president of The Bank 
of Port Jefferson, Port Jefferson, N. Y., 
recently completed fifty years of con- 
tinuous service with one _ institution. 
Entering the bank on July 1, 1891, as 
a clerk and bookkeeper, Mr. Dayton was 
given the title of assistant cashier in 
1892, was elected a director in 1901, 
cashier in 1912, vice-president and 
executive manager in 1924, and presi- 
dent in 1929. The bank has been very 
successful both before and during Mr. 
Dayton’s management, the directors re- 
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cently declaring the ninety-ninth con- 
secutive semi-annual dividend. 

In addition to his duties as president 
of the bank, Mr. Dayton also serves as 
a trustee of the Union Savings Bank of 
Patchogue, N. Y. 


S & L Housing Loans 


Savings and loan associations of the 
Federal Home Loan Bank System have 
loaned nearly $587,000,000 in defense 
localities where an acute housing short- 
age exists and have financed at least 
87,000 newly built housing units in such 
areas over a ten-month period, accord- 
ing to the current issue of the Federal 
Home Loan Bank Review. 


National City Reunion 


Probably the most unique college 
class roundup of the year was held re- 
cently at the Harvard Club, New York 
City, when nearly fifty graduates of the 
1916 college training class of The Na- 
tional City Bank of New York sat down 
to dinner and an evening of reminiscing 
to celebrate their twenty-fifth reunion. 

In 1916, when World War I was two 
years old, the U. S. reached a position 
of the premier exporting and import- 
ing nation of the world. This, coupled 
with the expanding branch structure of 
American banking, demanded the rapid 
development of key bank personnel. To 
answer this problem, the National City 
Bank combed the American colleges and 
for several years took on representative 
groups of forty to fifty graduates, giv- 
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ing them a year of concentrated train- 
ing in domestic and international bank- 
ing after which they were absorbed in 
the City Bank branch organization. 
During the last quarter century this 
group’s experience has ranged from con- 
ducting National City affairs during the 
Russian Revolution in Moscow to the 
operation of the bank’s branch organiza- 
tion during the recent bombings of 
London. 

The class history affords an oppor- 
tunity to study the progress of a cross- 
section of American college graduates. 
Of the fifty-four original members, six 
are deceased; twelve hold executive po- 
sitions with the National City Bank of 
New York; twelve others hold positions 
in banking and finance elsewhere, of 
these four are bank presidents, four are 
vice-presidents, and the remaining four 
are executives of investment houses and 
financial institutions. The remaining 
twenty-four include a Lt. Colonel in the 
U. S. Army, a national bank examiner, 
and officers in advertising, insurance, 
realty, lumber, public utilities, oil, and 
other businesses. 


State-Planters Promotions 


Two major promotions were recently 
announced by the State-Planters Bank 
and Trust Company, Richmond, Va. 
Julien H. Hill, who has served the bank 
since 1920 as president, has been ele- 
vated to the chairmanship of the board 
of directors; and Harry H. Augustine, 
executive vice-president, has been named 
president. 


Special Libraries Group 


At its recent annual business meeting, 
the financial group of the Special Li- 
braries Association elected as its chair- 
man Marian E. Wells, librarian of The 
First National Bank of Chicago. Other 
officers elected were Anne P. Mendel, 
librarian, Bank of the Manhattan Com- 
pany, and Ruth Miller, librarian, Cen- 
tral Hanover Bank and Trust Company, 
both in New York City. 

Two publications under consideration 
‘by the group are: “A Federal Legisla- 
tive Collection for a Bank Library,” by 
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Ruth Von Roeschlaub of the Federal 
Reserve Bank of New York, and “A 
Manual of Sources of Information on 
Obsolete Securities,’ by Ruth Miller, 
Central Hanover Bank and Trust Com- 
pany, New York City. 


Hansen to Manufacturers 


William C. Hansen, Jr., formerly with 
Fitch Investors’ Service, has recently 
become associated with the Manufac- 
turers Trust Company, New York City, 
in their investment advisory depart- 
ment. 


A. I. B. Convention 


The fortieth annual convention of the 
American Institute of Banking will be 
held at New Orleans, Louisiana, June 
8-12, 1942, it is announced by George 
T. Newell, A.I.B. president, and vice- 
president of the Manufacturers Trust 
Company, New York City. 


Cleveland Trust Officers 


Directors of The Cleveland Trust 
Company, Cleveland, Ohio, recently 
created the office of chairman of the 
board, and elected I. F. Freiberger to 
that post. At the same time, George 
Gund was elected president of the bank, 
succeeding Harris Creech, who died 
May 18. Mr. Freiberger has been a 
director of the institution since 1939 
and has been with the bank since 1901 
in the administration of its trust depart- 
ment. Mr. Gund has been a director 
since 1937. 


Defense Contract Service 


Establishment of a defense contract 
information office in Washington, D. C., 
by the Bank of America as an aid to 
defense production has been announced 
by L. M. Giannini, president of the 
bank. Information developed by the 
office concerning defense contracts, 
priorities, etc., is to be relayed to all 
the branches of Bank of America 
throughout California, and there made 
available to businessmen and manufac- 
turers. President Giannini has also 


asked all branch managers of the bank 
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to make a survey of all the concerns in 
California that might participate in de- 
fense work. 


Chase National Appointments 


The board of directors of the Chase 
National Bank, New York City, has ap- 
pointed John B. Bridgwood and Carl E. 
Buckley vice-presidents; Harold F. 
Moeller, second vice-president and man- 
ager, Rockefeller Center Branch; James 
A. Jacobson, assistant cashier: Edward 
G. Krieger, assistant trust officer. 


‘Dollars in the News’’ 


U. V. Wilcox, editor of Washington 
Banktrends and Backgrounds weekly re- 
view, frequently quoted in THE BANK- 
ERS MacazineE, recently announced the 
start of a radio series on current eco- 
nomic and financial developments, de- 
signed to show the place of banking in 
the national picture today. The series 
will be entitled “Dollars in the News.” 
and one of the large networks is 
handling the programs, which will be 
sponsored by progressive local banks 
and other financial institutions through- 
out the country. 


Prudential Savings Election 


The board of trustees of the Pruden- 
tial Savings Bank of Brooklyn, N. Y., 
announce the election of Frederick V. 
Goess' as president, succeeding Charles 
Wissman who has been elected to the 
post of chairman. Mr. Goess was for- 
merly a vice-president of the Manufac- 
turers Trust Company, New York City. 


N. Y. Trust Index 


The summer issue of The Index, pub- 
lished by The New York Trust Com- 


pany, New York City, contains three 


interesting studies: “Our Merchant 
Marine,” “Energy,” and “Plastics.” The 
merchant marine study discusses the 
struggle for control of trade routes, 
shipping losses thus far in the war, the 
development of U. S. shipping since the 
war began, the present U. S. shipbuild- 
ing program, and stronger measures 
that may be necessary. The study on 
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energy contains helpful data on the re- 
serves and relative importance of min- 
eral fuels and water power in the U. S., 
and the effects of our national defense 
program on the production of energy. 
The timely study of plastics discusses 
their nature and fabrication, growth of 
the industry, aid in national defense, 
etc. 


Non-Defense Curtailments 


An increasing number of manufac- 
turers, especially those making durable 
goods, are curtailing non-defense pro- 
duction, according to the monthly sur- 
vey of business opinion prepared by the 
Division of Industrial Economics of 


The Conference Board, New York City. 


More than one-fourth of the com- 
panies contributing to the survey report 
that they are experiencing difficulties in 
satisfying both defense and non-defense 
demands. They have consequently had 
to reduce their output of non-defense 
goods. Priority rulings and shortages 
of raw materials are given as the main 
reasons for the curtailment. Another 
factor is the need for turning available 
facilities and labor over to defense 
work. 


So far, however, the effect on employ- 
ment has been small. Only 3 per cent 
of those contributing to the survey have 
found” it necessary to lay off workers. 
Among these companies are several 
making consumer commodities contain- 
ing aluminum, zinc, or nickel. 

Nearly 80 per cent of the executives 
reporting say that they expect to have 
to curtail production of civilian goods 
in the near future. A number of them 
do not see how they can continue their 
present production rates beyond another 
forty-five or sixty days. 

While large inventories and the use 
of substitutes have helped many manu- 
facturers to maintain record-breaking 
production in spite of raw material 
shortages, a consumer demand of abnor- 
mal proportions is causing a.rapid de- 
pletion of stocks. Rationing of more 
and more materials, either through vol- 
untary or mandatory action, renders 
replenishment of stocks difficult or im- 
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possible, and, in some cases, affects the 
availability of substitute materials. 

Expanding payrolls and rising in- 
comes are given as reasons for the heavy 
demand for goods. Fear that goods will 
become scarce has also contributed to 
the intensity of the present buying wave, 
in the opinion of a number of im- 
portant executives. 

So far, only durable goods produc- 
tion has been curtailed to any extent, 
although some non-durable goods pro- 
ducers expect to be affected soon. Execu- 
tives say they do not see how they can 
continue to supply durable goods to 
civilians in anywhere near adequate 
volume, in view of the fact that the 1941 
defense program, according to the OPM, 
is expected to absorb about 64 per cent 
of last ear’s durable goods capacity and 
that the 1942 defense program calls for 
6 per cent more durable goods than were 
turned out for all purposes in 1940. 


Steuben Trust Remodels 


Owing to the exceptional growth of 
their small loan department, The Steu- 
ben Trust Company of Hornell, N. Y., 
has decided to remodel and furnish the 
basement under the main banking room 
for all of its loaning departments. In 
order to provide adequate space, a stair- 
case will be built from the side of the 
present main entrance vestibule leading 
to this basement space, and all necessary 
wickets, counters, conference rooms, 
work spaces, public lobby, air condi- 
tioning, and security vault facilities re- 
quired to promptly and efficiently meet 
the community needs will be included 
in the new set-up. The Tilghman Moyer 
Company of Allentown, Pa., a firm of 
architects and engineers specializing in 
the design and construction of bank and 
office buildings, have been employed to 
do the work. 


Champ MBA President 


Frederick P. Champ of Logan, Utah, 
will be the next president of the Mort- 
gage Bankers Association of America, 
succeeding Dean R. Hill of Buffalo, 
N. Y., according to a recent announce- 
ment by Byron T. Shutz, Kansas City, 


186 THE BANKERS MAGAZINE for August, 1941 — 


Convention Dates 
NATIONAL 

August 18-29—Graduate School of Savings 
and Loan, Northwestern University, Chi- 
cago, Ill. 

September 8-11—Financial Advertisers As- 
sociation, Hotel Statler, Cleveland, Ohio. 

September 22-24—Robert Morris Associates, 
Hotel Statler, Detroit, Mich. 

September 26-29—Association 
Women, Chicago, Il. 

September 28-October 2—American Bank- 
ers Association, Hotel Stevens, Chicago, 
Til. 

October 1-3—Mortgage Bankers Association 
of America, Hotel Roosevelt, New York 
City. 

October 8-11—National Association of Bank 
Auditors and Comptrollers, Palmer 
House, Chicago, IIl. 

December 1—Society of Residential Ap- 
praisers, Miami, Florida. 

December 1-5—United States Savings and 
Loan League, Miami, Fla. 


STATE AND REGIONAL 


August 6-8—ABA Regional Trust Confer- 
ence, Pacific Coast and Rocky Mountain 
States, Hotel Olympic, Seattle, Wash. 

August 18-22—Arkansas Bankers Seminar, 
University of Arkansas, Fayettev' 
Arkansas. 

September 5—Delaware Bankers Associa- 
tion, Rehoboth, Del. 

September 8-10—Iowa Bankers Association, 
Fort Des Moines Hotel, Des Moines, 
Towa. 

September 11-13—Massachusetts Savings 
Banks Association, New Ocean House, 
Swampscott, Mass. 

October 24—Maine Bankers Association 
Mid-Winter Meet, Augusta, Me. 

November 6-7—ABA Mid-Continent Trust 
Conference, Hotel Statler, St. Louis, Mo. 


of Bank 


chairman of the organization’s nominat- 
ing committee. Mr. Champ was named 
the official nominee at the board of gov- 
ernors meeting recently, and will be 
voted upon at the annual convention in 
New York in October. Nomination, 
through official channels, is tantamount 
to election. Mr. Champ is president of 
the Utah Mortgage Loan Corporation 
and the Cache Valley Banking Com- 
pany. He is also a director of the Salt 
Lake City Branch of the San Francisco 
Federal Reserve Bank. 
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